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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

Transmitted  herewith  is  the  report  on  the  audit  of  The  Department 
of  Revenue,  excluding  individual  income  tax  and  corporate  tax  revenues, 
for  the  year  ended  June  30,  1975. 

The  audit  was  conducted  by  Newland,  Horn  and  Taylor,  PST,  CPA's 
of  Butte,  under  a  contract  between  the  firm  and  our  office.   The  comments 
and  recommendations  contained  in  this  report  represent  the  views  of  the 
firm  and  not  necessarily  the  Legislative  Auditor. 

The  agency's  written  response  to  the  report  recommendations  is 
included  in  the  back  of  the  audit  report. 

Respectfully  submitted, 

Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 


NEWLAND,  HORN.  AND  TAYLOR.  PST 

CERTIFIED  PUBUIC   ACCOUNTANTS 
83  WEST   BROADWAY 

BUTTE.  MONTANA    59701 


RFCEIVED 

NOV  1  2  1975 

MONTAfJA  LEGISLATIVE  AUDITOR 


Montana  State  Office  of  the  Legislative  Auditor 
Capitol  Building 
Helena,  Montana  59601 


We  have  examined  the  Balance  Sheet  of  the  Montana  Department  of  Revenue 
as  of  June  30,  1975  and  the  Statement  of  Changes  in  Fund  Balances  for  the 
year  then  ended.  Our  examination  was  made  in  accordance  with  generally  ac- 
cepted auditing  standards  and  accordingly  included  such  tests  of  accounting 
.records  as  we  deemed  necessary  in  the  circumstances. 

In  our  opinion,  subject  to  the  exception  set  forth  in  the  next  para- 
graph, the  statements  present  fairly  the  financial  position  of  the  Department 
on  June  30,  1975  and  the  changes  in  fund  balances  for  the  year  then  ended  in 
conformity  with  generally  accepted  accounting  principles  applicable  to  Govern- 
mental units  applied  on  a  consistent  basis. 

We  take  exception  to  the  recognition  of  mere  purchase  orders  for  equip- 
ment as  a  liability  and  to  the  recognition  of  balance  due  on  a  contract  not 
completed  as  a  liability. 
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Newland,  Horn  and  Taylor,  P.S.T. 
Certified  Public  Accountants 


Butte,  Montana 
October  24,  1975 


GENERAL  COMMENTS  REGARDING  THE  OPERATIONS 
OF  THE  MONTANA  DEPARTMENT  OF  REVENUE 


The  Department  of  Revenue  was  started  by  the  Executive  Reorganization 
Act  of  1971  by  Executive  Order  of  the  Governor  on  August  9,  1971.  The  two 
major  functions  of  the  department  are: 

1.  To  exercise  general  supervision  over  the  administration  of 
the  taxes  provided  for  under  the  laws  of  the  State  of  Montana, 
and, 

2.  To  supervise  and  operate  the  liquor  business  controlled  by  the 
State  of  Montana. 

Because  of  the  numerous  powers  and  duties  of  the  Department  of  Revenue, 
it  is  currently  broken  do\m  into  thirteen  separate  divisions.   Each  of  these 
divisions  is  headed  by  an  administrator  who  is  responsible  to  the  Director 
of  Revenue.   The  Director  is  the  head  of  the  entire  Department  and  is  ap- 
pointed by  and  answers  directly  to  the  Governor.   The  divisions  of  the  De- 
partment of  Revenue  and  their  related  functions  are  as  follows: 

1.   The  Audit  and  Accounting  Division  is  responsible  for  all  records 
that  are  kept  by  the  Department  of  Revenue.  They  are  responsible 
to  see  that  the  records  and  reports  related  to  the  department  pro- 
perly reflect  its  operations.  In  addition  to  this,  the  responsibility 
of  conducting  internal  audits  of  the  department  lies  with  this  divi- 
sion.  The  Accounting  and  Auditing  Division  is  broken  down  into  four 
separate  bureaus.   These  four  bureaus,  each  headed  by  a  chief,  are 
as  follows: 

(a)  Cashiering  Bureau. 

(b)  Auditing  Bureau. 

(c)  Accounting  Bureau. 

(d)  Payroll  Bureau. 
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Also  included  under  the  Audit  and  Accounting  Division  is  the  Bad 
Debt  Collection  Section.   This  section,  created  by  the  Forty-third 
Legislative  Session,  did  not  start  operating  until  July  1,  197A. 
The  purpose  of  this  section  is  to  centralize  the  collection  of 
delinquent  accounts  owed  all  agencies  of  the  State  of  Montana. 

2.  The  Legal  Division  provides  assistance  regarding  any  type  of  legal 
problems  related  to  the  entire  department.   They  are  currently  in- 
volved in  defending  the  department  against  numerous  suits  by  tax- 
payers of  the  State.   They  are  called  upon  to  draft  and  review  pro- 
posed legislation  and  also  issue  opinions  related  to  interpretations 
of  laws  already  enacted. 

3.  The  Investigation  Division  is  responsible  for  the  investigation  and 
enforcement  needs  of  all  the  divisions  in  the  department.   Their 
activities  include  both  internal  and  external  investigation  and  en- 
forcement.  The  division  has  a  professional  staff  of  specialized 
Investigators  to  insure  compliance  with  the  laws  of  the  State  and 
carry  out  departmental  policy.   This  department  is  further  broken 
into  three  bureaus  as  follows: 

(a)  Alcohol  and  Beverage  Control  Bureau. 

(b)  Tax  Fraud  and  Location  Bureau. 

(c)  Welfare  Fraud  and  Child  Support  Bureau. 

4.  The  Research  Division's  main  responsibility  is  to  make  reliable 
projections  of  revenue  that  will  be  generated  for  the  State  of 
Montana  from  all  its  sources  of  funds.   This  includes  the  pre- 
paration of  reports  of  their  findings  that  will  be  available  for 
study  by  the  Director,  the  Governor  or  the  Legislature. 

5.  The  Operations  Division  is  responsible  to  provide  staff  support 
to  all  divisions  in  numerous  areas.   They  are  in  charge  of  the 


centralized  processing  of  mail  and  word  processing.   They  also 
maintain  an  inventory  of  supplies  that  are  distributed  throughout 
the  department.   Their  other  major  functions  relate  to  personnel 
including  preparation  of  personnel  records,  sick  leave  and  annual 
leave  records  and  some  involvement  in  labor  relations. 

6.  The  Data  Processing  Division  is  responsible  to  provide  computer 
services  to  the  department.   Currently  most  of  their  time  is  in- 
volved with  processing  individual  income  tax  returns,  property 

tax  appraisals,  liquor  division  records  and  motor  fuel  tax  refunds. 
They  are  attempting,  however,  to  expand  their  services  to  a  number 
of  other  areas. 

7.  The  Liquor  Division  has  the  responsibility  of  running  the  retail 
liquor  stores  controlled  by  the  State,  together  with  the  licensing 
and  the  taxation  of  the  sale  and  consumption  of  distilled  spirits 
and  wines.   In  order  to  properly  carry  out  all  the  responsibilities 
involved  in  this  division,  it  is  broken  down  into  four  separate 
bureaus  as  follows: 

(a)  Retail  Sales  Bureau. 

(b)  Warehouse  Bureau. 

(c)  Licensing  Bureau. 

(d)  Purchasing  and  Distributing  Bureau. 

The  Liquor  Division  serves  to  carry  out  one  of  the  major  functions 
of  the  Department  of  Revenue  and  is  responsible  for  a  major  source 
of  revenue  for  the  State  of  Montana. 

8.  The  Income  Tax  Division  is  responsible  in  administering  the  laws  of 
the  State  related  to  individual  income  taxes.   This  includes  the  pro- 
cessing, reviewing  and  auditing  of  personal  income  tax  returns.   The 
scope  of  our  audit  did  not  include  an  examination  of  this  division. 
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The  audit  of  the  operations  and  records  related  to  the  Income  Tax 
Division  was  conducted  by  the  Office  of  the  Legislative  Auditor. 
9.   The  Property  Assessment  Division  is  responsible  for  the  valuation 

and  assessment  of  taxes  and  property  in  accordance  with  the  property 
tax  laws  of  Montana.   This  includes  the  assessment  and  valuation 
related  to : 

(a)  Public  utilities  and  net  proceeds  tax; 

(b)  Land,  improvements  and  timber;  and 

(c)  Residential,  commercial  and  industrial  properties. 
A  separate  bureau  is  maintained  for  each  of  these  three  areas. 
The  Property  Assessment  Division  is  currently  working  with  the 
Data  Processing  Division  to  set  up  a  computer  bank  of  all  pro- 
perty valuations.  After  this  has  been  completed,  a  computer  pro- 
gram has  been  developed  that  will  assist  in  revaluing  properties 
on  a  current  basis. 

10.  The  Corporate  Tax  Division  is  responsible  for  the  administration  of 
the  Montana  Corporation  License  Tax  and  Corporation  Income  Tax  Laws. 
This  includes  the  processing  of  corporate  income  tax  returns  and 
also  field  and  office  audits.   The  scope  of  our  audit  did  not  In- 
clude an  examination  of  the  Corporate  Tax  Division.   This  is  being 
done  by  the  Office  of  the  Legislative  Auditor. 

11.  The  Motor  Fuel  Tax  Division  is  responsible  for  the  processing  and 
auditing  of  gasoline  and  special  fuel  tax  returns,  including  the 
collection  and  refunding  of  the  taxes.   They  are  also  responsible 
for  issuing  licenses  related  to  the  sale  of  gasoline  and  special 
fuel  taxes. 

12.  The  Miscellaneous  Tax  Division  is  responsible  for  administering  the 
laws  of  the  State  related  to  numerous  taxes  and  licenses.   Their 


-5- 


functions  include  processing  and  auditing  returns,  collection  of 
taxes  and  issuing  licenses  to  dealers  and  users.   Included  in  this 
division  are  the  taxes  related  to  tobacco  and  cigarettes. 
13.   The  Inheritance  Tax  Division  is  responsible  to  administer  the  laws 

of  the  State  related  to  inheritance  taxation,  abandoned  property  and 
escheated  estates.   The  functions  of  this  division  were  formerly  in 
the  Income  Tax  Division  and  it  was  not  set  up  as  a  separate  division 
until  July  1,  1975.   Their  main  functions  relate  to  the  processing 
of  Montana  Inheritance  Tax  Returns,  including  the  collection  of  the 
taxes  and  the  auditing  of  the  returns. 
All  of  the  separate  divisions  work  to  carry  out  the  many  responsibilities 
of  the  Department  of  Revenue.   The  duties  and  powers  of  the  department  are  of 
prime  importance  to  the  State  of  Montana.   It  is  up  to  the  Director,  together 
with  each  of  his  division  administrators,  to  see  that  the  department  properly 
responds  to  its  vast  number  of  responsibilities. 
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OTHER  COMMENTS 
OPENING  COMMENT 

Our  audit  contract  with  the  Montana  State  Office  of  the  Legislative 
Auditor  required  a  financial  and  compliance  audit  of  the  Montana  Department 
of  Revenue  for  the  fiscal  year  ended  June  30,  1975.   Certain  activities 
of  the  Departments  corporation  tax  division  and  income  tax  division,  namely, 
verification  of  revenue  and  internal  control  thereof,  were  to  be  excluded 
from  the  audit  and  therefore  any  financial  statements  included  in  the 
financial  statement  section  of  this  audit,  pertaining  to  these  divisions 
should  not  be  considered  to  be  included  in  our  opinion  certificate,  nor 
should  any  of  our  comments  be  construed  to  include  these  divisions,  if 
Revenue  is  involved. 

The  financial  audit  was  to  be  made  in  accordance  with  generally  accepted 
auditing  standards  and  the  compliance  part  of  the  audit  should  determine 
if  the  agency  has  complied  with  the  applicable  statutes  and  regulations. 

INTERNAL  CONTROL  -  GEITERAL 

A  text  book  definition  of  internal  control  (accounting)  is  that  this 
control  comprises  the  plan  of  organization  and  all  methods  and  procedures 
that  are  concerned  mainly  with,  and  relate  directly  to  safeguarding  of  assets 
and  the  reliability  of  the  financial  records.   They  generally  include  such 
controls  as  the  systems  of  authorization  and  approval,  separation  of 
duties  concerned  with  record  keeping  and  accounting  reports  of  operations 
or  asset  custody  and  internal  auditing. 

For  the  Department  of  Revenue  internal  control  relates  to  the  safeguarding 
of  revenue,  authorization  and  approval  of  purchases  and  of  incurring 
expenses,  payroll  control,  accounts  receivable  control,  inventory  control, 
fixed  asset  control,  journal  entries  control  and  the  control  provided  by 
internal  auditors. 


-7- 


INTERNAL  CONTROL  -  REVENUE 

The  Departments  chief  function  is  the  collection  of  the  revenue.  During 
the  fiscal  197A-1975  year  taxes  were  collected  from  some  forty-three 
sources  plus  the  collections  generated  by  the  states  liquor  monopoly  from 
sales  of  liquor,  liquor  licenses  and  transfers,  wine  licenses,  beer  taxes 
and  licenses,  and  liquor  excise  taxes.   After  paying  for  the  expenses  of 
operation  of  the  Department  the  tax  revenues  were  distributed  to  other  state 
agencies  and  funds. 

We  are  very  happy  to  state  that  in  our  opinion,  with  a  few  exceptions, 
as  reflected  by  our  recommendations,  the  revenues  received  by  the  Department 
are  fully  protected  by  internal  controls  that  operate  so  that  no  one  person 
controls  a  collection  of  the  taxes,  but  the  division  of  duties  surrounding 
the  transaction  are  such  that  the  collection,  entry  and  deposit  requires 
several  people  to  handle  from  time  of  receipt  through  entry  into  the  records 
and  then  final  deposit. 

Hontanans  may  therefore  be  confident  that  their  taxes  paid  are  properly 
deposited  into  the  treasury  of  the  State. 

Mail  is  received  and  opened  by  the  mall  room,  where  generally  a  date 
received  stamp  is  affixed  to  the  document  except  for  registered  mall  which 
is  not  opened  by  the  mail  room  but  is  delivered  unopened  to  the  division 
to  whom  addressed.  Any  mail  involving  cash,  mostly  checks,  is  delivered 
to  the  cashier.  The  cashier  prepares  a  temporary  receipt  which  is 
forwarded  to  the  accounting  and  auditing  division  where  a  collection  report 
is  prepared.  The  collection  report  and  the  money  is  then  transferred  to  the 
state  treasurer  where  a  permanent  receipt  is  issued.  A  copy  of  the  temporary 
receipt  and  the  document  (tax  returns)  are  delivered  to  the  division  involved 
in  the  tax  collection. 

The  accounting  and  auditing  division  maintains  a  cash  journal  in  which  the 
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type  of  collection  Is  entered  for  the  purpose  of  segregating  the  tax 
collections  into  the  various  categories  at  the  close  of  the  month. 

Each  division  compares  the  temporary  receipts  with  the  underlying 
documents  and  all  divisions  maintain  hand  written  reports  of  their 
receipts,  segregated  as  to  source,  for  comparison  with  the  reports 
prepared  by  the  Department  of  Administration  which  operates  the 
statewide  accounting  system  by  use  of  Data  Processing  equipment. 

A  weakness  in  the  system  is  the  delivery  of  registered  mail  to 
the  division  where  the  basic  document  represents  the  accounts  receivable. 
There  is  no  assurance  that  the  cash  will  be  delivered  to  the  cashier 
as  is  the  Intent,  after  opening  the  mail,  and  that  the  basic  document 
would  not  then  also  be  destroyed. 

RECOMMENDATION  NO.  1 
WE  RECOMMEND  THAT  ALL  MAIL  EXCEPT  PERSONAL  MAIL  BE  OPENED  BY 
THE  MAIL  ROOM  AND  IF  CASH  IS  INVOLVED  THAT  THE  MAIL  BE  DELIVERED  TO 
THE  CASHIER. 

When  cash  is  received  and  the  cashier  cannot  determine  to  which 
division  it  should  be  allocated  the  money  is  retained  until  this 
determination  is  made.   For  instance,  on  July  22,  1975  checks  totaling 
$7,731.68  were  on  hand,  some  as  old  as  three  months.   Nearly  60% 
of  the  total  was  checks  issued  prior  to  July  1,  1975. 

The  deposit  made  with  the  Treasurer  of  the  State  of  Montana  for 
July  15,  1975  also  included  old  checks,  soire  being  dated  in  April, 
May  and  June,  1975.   Tlie  checks  dated  prior  to  July  1,  1975  totaled 
nearly  $26,000.00.   First  of  all,  it  is  a  bad  practice  to  retain  funds 
on  hand.   Deposit  of  funds  received  should  be  made  the  day  following 
the  receipt  of  the  funds;  secondly,  it  is  quite  unfair  and  sometimes 
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in  convenient  to  the  taxpayers  not  to  deposit  their  checks  in  an 
expeditious  manner. 

RECOMMENDATION  NO.  2 
\m   RECOMMEND  THAT  ALL  CHECKS  BE  DEPOSITED  AS  RECEIVED.   IF  THE 
SOURCE  OF  THE  CHECK  CANNOT  BE  DETERMINED,  PICTURES  OF  THE  CHECK  SHOULD 
BE  CIRCULATED  BUT  THE  ACTUAL  CHECK  SHOULD  BE  DEPOSITED.   THE  BOOKS  OF 
ACCOUNT  WILL  RETAIN  THE  Al-IOUNT  IN  UNCLEARED  COLLECTIONS  WITH  A 
SUBSIDIARY  RECORD  RECORDING  THE  NAME  OF  THE  ISSUER,  THE  DATE  AND  THE 
AMOUNT.   WHEN  THE  SOLTICE  OF  THE  CHECK  IS  FINALLY  DETERMINED,  THE  AMOUNT 
CAN  BE  CLEARED  FROM  THE  LT^CLEARED  COLLECTION  AMOUNT. 

The  items  deposited  for  the  15th  of  July,  mentioned  above,  from 
the  date  of  the  checks  included  in  the  deposit  indicates  delays  in 
making  deposits.   Above  we  mentioned  that  nearly  $26,000.00  of  the  checks 
were  dated  before  July  1,  1975.   Most  were  dated  prior  to  July  10, 
1975,  so  there  is  a  delay  in  getting  checks  deposited  other  than  the 
situation  covering  recommendation  no.  2. 

A  few  examples  of  the  delay  in  depositing  checks  taken  at  random 

indicates  the  following: 

Mail  Temporary  Collection 

Received  Receipt  Report 

5/27  6/2  6/3 

9/5  9/9  9/9 

5/1  5/7  5/7 

12/3  12/10  12/11 
8/2                8/23  8/23 

9/26  10/2  10/2 

It  is  evident,  although  at  times  there  is  a  delay  of  one  day  in 

the  accounting  office,  that  the  greatest  delay  is  in  the  cashiers 

office.   This  may  be  due  to  volume  of  work  during  the  income  tax 

season,  but  the  sample  above  is  the  situation  in  normal  periods  of 
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the  year.   One  reason  for  the  delay  is  the  attempt  to  fill  a  page  of 
the  temporary  receipt  completely  so  checks  are  held  up  for  that  reason 
alone. 

R£CO>g'IENDATION  NO.  3 
WE  RECOMMEND  THAT  TIME  BETWEEN  RECEIPT  OF  CASH  AND  PREPARATION 
OF  THE  TEMPORARY  RECEIPT  BY  CASHIER  BE  SHORTENED  AND  THAT  ACCOUNTING 
MAKE  EVERY  EFFORT  TO  PREPARE  COLLECTION  REPORTS  OK  THE  SA^IE  DAY  AS  THE 
TEMPORARY  RECEIPT  IS  RECEIVED.   ONE  WAY  TO  SPEED  THE  TIME  FROM  RECEIPT 
OF  CASH  TO  DEPOSIT,  IF  THE  DELAY  IS  IN  THE  CASHIERS  OFFICE,  IS  NOT  TO 
WAIT  UNTIL  A  RECEIPT  PAGE  IS  FULL  BEFOFE  COMPLETING  FOR  THE  NEXT  STEP 
IN  THE  PROGRAM. 

Cash  and  cash  documents  are  stored  in  the  vault  as  well  as 
payroll  records,  supplies,  etc,  with  the  result  that  a  great  deal  of 
traffic  developes  in  and  around  the  safe  making  the  safe  an  unsafe 
place  to  keep  checks  and  other  valuable  documents. 

RECO>!MENDATION  NO.  4 
WE  RECOMMEND  THAT  ALL  RECORDS  NOT  CONNECTED  WITH  THE  CASHIERS 
OFFICE  BE  PJIMOVED  SO  THAT  THE  TRAFFIC  INTO  THE  SAFE  BE  KEPT  AT  A 
MINIMUM  AND  THAT  THE  FILING  CABINETS  HOLDING  VALUABLE  DOCUMENTS  AND 
CASH  BE  LOCKED  AT  ALL  TIMES. 

Not  all  mail  is  affixed  with  a  receiving  date  in  the  mail  room.   We 
believe  that  all  mail  as  received  should  be  stamped. 

RECO^MENDATION  NO.  5 
WE  RECOMltEm  THAT  ALL  MAIL  RECEIVED  Sl^OULD  BE  AFFIXED  WITH  A  DATE 
RECEIVED  STAMP  IN  THE  MAIL  ROOM. 
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Another  lag  or  delay  in  depositing  receipts  results  at  month-end  when 
the  forwarding  of  temporary  receipts  to  Accounting  is  held  up  so  that  Ac- 
counting can  give  the  State  Accounting  System  an  allocation  of  tax  collections 
for  the  month.   In  order  to  do  tliis  on  the  cutoff  date,  the  completion  of 
temporary  receipts  are  held  up  several  days  so  that  Accounting  can  complete 
the  handwritten  cash  journal  which  allocates  collections. 

RECOMMENDATION  NO.  6 

WE  RECOMMEND  TWO  THINGS  IN  CONNECTION  WITH  THIS  SITUATION.   ONE  IS 
THAT  TEI-IPORARY  RECEIPTS  BE  ISSUED  UP  TO  THE  TIME  OF  THE  CUTOFF  DATE,  AND 
TWO,  THAT  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  BE  PROGRAMMED  TO 
AUTOMATICALLY  ALLOCATE  COLLECTIONS  PER  COLLECTION  RECORDS,  THUS  ELIMINATING 
THE  MAINTENANCE  BY  ACCOUNTING  OF  A  HANDWRITTEN  CASH  RECEIPTS  JOURNAL  AND  THE 
DELAY  IN  MAKING  DEPOSITS  CAUSED  THEREBY. 

All  temporary  receipts  for  cash  received  are  prepared  by  the  cashier, 
which  is  as  It  should  be.   In  addition,  the  cashier  also  prepares  some  temporary 
receipts  for  the  purpose  of  reclassifying  revenue  previously  received  and  re- 
ceipted.  This  could  be  handled  solely  by  no-warrant  transfers  and  journal 
entries  prepared  in  accounting. 

RECOMMENDATION  NO.  7 

WE  RECOMMEND  THAT  THE  CASHIERS  PREPARE  TEMPORARY  RECEIPTS  ONLY  FOR  CASH 
RECEIVED  AND  THAT  ANY  OTHER  DOCUMENTS  AFFECTING  REVENUE  DISTRIBUTIONS  BE  PRE- 
PARED BY  ACCOUNTING  WITH  COPIES  FOR  THE  CASHIER, 

For  a  complete  internal  control  of  revenue  it  is  necessary  for  the 
divisions  involved  in  receiving  and  processing  tax  reports  to  have  a  system 
for  insuring  that  all  tax  returns  that  should  be  filed,  have  been  filed.   To 
that  end  we  checked  procedures  in  each  division  to  determine  their  methods 
in  insuring  that  the  laws  pertaining  to  filing  tax  returns  were  adhered  to. 
Our  determination  for  each  division  is  discussed  below. 
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Our  efforts  in  each  instance  was  to  determine  the  method  by  which 
the  division  determines  new  taxpayers,  follow-up  on  reports  that  it  is 
known  should  be  filed,  assesses  and  collects  penalties,  checks  mathematical 
accuracy  of  reports  filed.   The  divisions  checked,  which  were  the  tax  return 
processing  divisions  included  in  our  audit  was  the  Miscellaneous  Tax  Division, 
the  Fuel  Tax  Division,  the  Inheritance  Tax  Division,  and  the  Liquor  Division. 

MISCELLANEOUS  TAX  DIVISION: 

This  division  receives  and  processes  many  tax  returns  filed  under  some 
twenty-six  different  tax  laws,  including  store  licenses,  cigarette  taxes, 
coal  licenses  and  taxes,  metal  mines  taxes,  electric  energy  producers  license 
tax,  oil  producers  license  tax,  resource  indemnity  trust  tax,  telephone 
license  tax,  etc.   In  the  case  of  some  of  the  tax  laws,  such  as  the  cigarette 
tax,  the  tobacco  tax,  the  contractors  license  tax,  etc.,  the  taxpayers  become 
known  by  reason  of  needing  a  license  to  do  business.   In  other  instances,  such 
as  micaceous  mines  tax,  telephone  and  telegraph  licenses,  electrical  energy 
licenses,  freight  and  express  licenses,  etc.,  because  of  the  limited  number  of 
taxpayers  the  policing  of  tax  returns  presents  no  problem.   In  other  cases, 
however,  such  as  the  strip  mining  contractors  gross  receipts  tax,  oil  producers, 
metal  mines  tax,  store  licenses,  etc.,  the  prospective  taxpayers  become  more 
numerous  and  it  is  more  difficult  to  discover  nev;  taxpayers.   In  our  opinion 
in  many  of  the  latter  situations  the  division  did  not  actively  pursue  the  new 
taxpayer  determination.   We  realize  that  at  the  present  time,  field  personnel 
is  not  available  for  an  extensive  improvement  in  finding  nt-w  taxpayers,  but 
we  believe  that  this  matter  deserves  close  attention. 

RECO>!MENDATION  NO.  8 

WE  RECOMMEND  THAT  THE  MISCELLANEOUS  TAX  DIVISION  EXAMINE  EACH  REVENUE 


-13- 


TYPE  AND  THEN  MAKE  AN  EFFORT  TO  DETERMINE  THE  AVAILABLE  SOURCES  FOR  LOCATING 
NEW  TAXPAYERS.   THAT  CONSIDERATION  BE  GIVEN  TO  EMPLOYING  ADDITIONAL  FIELD 
MEN  TO  LOCATE  NEW  STRIP  MINES,  OUT-OF-STATE  PRODUCERS  OF  CEMENT,  USE  OF  THE 
OIL  AND  GAS  COMMISSION  TO  FIND  OIL  PRODUCERS.   WE  RECOMMEND  A  PURSUIT  OF  NEW 
TAXPAYERS  FOR  ALL  SUCH  MEANS  AS  ARE  AVAILABLE  THOUGH  NOT  SPECIFICALLY  SET 
FORTH  HERE. 

In  most  instances,  the  miscellaneous  tax  division  quite  intensively 
makes  efforts  to  determine  that  old  taxpayers  are  filing  and  that  reports 
are  arithmatically  correct.   Also,  check-off  list  of  old  taxpayers  are 
maintained.   One  improvement  can,  however,  be  made.   This  has  to  do  with 
old  taxpayers  who  have  not  filed  and  because  no  tax  return  was  filed,  it  is 
presumed  that  no  tax  was  owing. 

RECOMMENDATION  NO.  9 

WE  RECOMMEND  THAT  EACH  LISTED  TAXPAYER  BE  REQUIRED  TO  FILE,  WHETHER  HE 
OWES  A  TAX  OR  NOT,  IF  THE  LAW  SO  REQUIRES.  IF  NOT,  THEN  THE  FILE  SHOULD  BE 
CLFJ^ED  BY  CORRESPONDENCE. 

Where  penalty  and  interest  provisions  of  the  law  apply,  these  are  assessed 
and  as  a  rule  eventually  collected,  but  the  follow  through  on  these  accounts 
is  not  done  in  an  expeditious  manner. 

RECOMMENDATION  NO.  10 

WE  RECOMMEND  A  FASTER  FOLLOW-UP  ON  TAXPAYERS  NOT  FILING  REPORTS  WHICH 
ARE  PAST  DUE  AND  THAT  COLLECTION  OF  PENALTIES  DUE  BE  FOLLOWED  THROUGH  MOI^ 
QUICKLY.   TO  DO  THIS,  THESE  ACCOUNTS  SHOULD  BE  PLACED  IN  A  MONTHLY  FOLLOW-UP 
FILE. 
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The  division  employes  two  field  men  for  the  purpose  of  determining 
who  should  file  tax  returns  and  auditing  returns  filed.   One  of  these 
field  men  is  used  primarily  and  chiefly  in  the  audit  of  cigarette  and 
tobacco  taxes.   The  other  works  nearly  exclusively  in  the  store  license 
area.   Thesefore,  there  are  no  field  workers  engaged  in  locating  taxpayers 
subject  to  other  taxes  or  in  auditing  reports  filed  under  the  applicable 
tax  laws.   While  reports  are  checked  by  office  audit  for  accuracy  they 
are  not,  except  for  cigarette  and  tobacco  taxes  subjected  to  an  audit. 

RECOMMENDATION  NO.  11 
WE  RECOMMEND  THAT  IN  REVENUE  TYPES  WARRANTING  SPECIAL  ATTENTION, 
THAT  IS  LARGE  TAXES  AND  NUMEROUS  TAXPAYERS,  THAT  SPECIAL  FIELD  MEN  BE 
TRAINED  AND  ASSIGNED  TO  THE  TASK  OF  AUDITING  THESE  PvETLTlNS. 

Whenever  a  contractor  pays  a  subcontractor  on  the  job  and  the  work 
Is  subject  to  the  1%  contractors  tax  he  should  withhold  the  1%  from 
the  subcontractor  and  then  notify  the  state  as  to  the  amount  X'jithheld 
so  that  the  subcontractor  will  have  a  credit  to  offset  personal  property 
taxes  paid  on  his  equipment  or  for  the  purpose  of  applying  against  his 
income  tax.   For  failure  to  notify  the  state  within  30  days  a  penalty 
of  lOZ  is  assessed.   No  penalty  has  ever  been  assessed  and  apparently 
no  efforts  are  made  to  compel  compliance  with  this  provision  of  the  law. 

RECOMMENDATION  NO.  12 
WE  RECOMMEND  THAT  THE  SECTION  OF  THE  1%  CONTRACTORS  WITHHOLDING 
TAX  AS  IT  PERTAINS  TO  SUBCONTRACTORS  BE  IMPLE>[ENTED  ANT)  THiVT  DETERMINATIONS 
BE  MADE  AS  TO  ADHERENCE  TO  THIS  LAW. 

In  the  cigarette  tax  section,  some  of  the  taxpayers  have  posted 

a  bond  which  allows  them  to  have  30  days  credit  on  their  cigarette 

tax.   IiJhen  the  meter  updating  report  is  received  by  the  division,  it  is 
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filed  awaiting  payment.   When  the  payment  is  received,  the  cashier's 
number  is  clipped  from  the  transmittal  document  and  taped  to  the 
original  invoice  of  meter  updating.   As  this  invoice  indicates  only 
the  date  of  receiving  the  original  invoice  and  does  not  set  forth  the 
payment  receipt  date,  it  doesn't  show  that  the  30  day  credit  limit  is 
being  followed. 

RECOMMEND AT ION  NO.  13 
WE  RECOMMEND  THAT  THE  CASH  TRANSMITTAL  DOCUMENT  WITH  THE  STAMPED 
RECEIPT  DATE  BE  RETAINTD  AND  ATTACHED  TO  THE  INVOICE  SO  THAT  TIME 
LAPSE  CAN  BE  ACCURATELY  ANALYSED  FOR  THE  PURPOSE  OF  DETERMINING  WHETHER 
CREDIT  SHOULD  BE  REVOKED.   IF  DESIRED,  THE  CASHIER'S  RECEIPT  COULD 
BE  CUT  AND  ATTACHED  TO  THE  ORIGINAL  INVOICE  AS  LONG  AS  THE  RECEIPT 
TRANSMITTAL  IS  RETAINED. 

Hand  written  reports  are  maintained  in  the  division  allocating 
collections  per  the  temporary  receipts  and  documents  into  various  tax 
categories.   The  totals  are  provided  to  accounting  for  comparison  with 
their  records  so  that  necessary  adjustments  can  be  made.   For  some 
taxes  the  allocation  of  tax  collections  to  various  funds  is  made  on  the 
basis  of  the  records  in  the  division.  While  we  deplore  the  duplication 
of  work  in  this  area,  we  are  not  fully  convinced  that  at  this  time, 
that  it  should  be  discontinued  and  for  that  reason  we  make  no  recommendation 
with  respect  thereto. 

INHERITANCE  TAX  DIVISION: 

Records  are  maintained  by  hand  of  receivables  based  upon  tax 
returns  filed  and  taxes  collected.   In  many  instances  deposits  are 
made  prior  to  the  filing  of  tax  reports  and  these  are  reconciled 
monthly  taking  into  account  the  cash  received  and  the  transfers  from 
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deposits  for  tax  returns  completed. 

RECOMMENDATION  NO.  14 
WE  RECOMMEND  THAT  THE  ACCOUNTS  RECEIVABLE  SYSTEM  AND  THE  SYSTEM 
FOR  DEPOSITS  BE  COMPUTERIZED  IN  THE  STATEWIDE  ACCOUNTING  SYSTEM. 

The  forms  filed  are  audited  by  comparing  with  the  federal  form 
which  is  also  required  to  be  filed.   A  number  of  the  returns  elected 
to  deduct  certain  expenses  as  an  income  tax  deduction  (as  permitted  by 
the  law)  on  the  federal  return  but  did  deduct  these  expenses  on  the 
Montana  Inheritance  tax  return  (also  as  permitted) .   Our  concern  is 
that  these  expenses  may  have  also  been  deducted  on  the  State  income 
tax  returns. 

RECOMMENDATION  NO.  15 
WE  RECOMMEND  THAT  A  PROOF  SHEET  BE  PREPARED  FOR  EACH  ESTATE, 
RECONCILING  THE  FEDERAL  FORM  WITH  THE  STATE  FORM  AND  THAT  THE  INCOME 
TAX  DIVISION  BE  INFORMED  OF  THOSE  TAXPAYERS  ELECTING  TO  DEDUCT  CERTAIN 
EXPENSES,  FOR  FEDERAL  TAX  PURPOSES  AS  AN  INCOME  TAX  DEDUCTION  BUT  TAKING 
THESE  DEDUCTIONS  AS  AN  ESTATE  TAX  DEDUCTION  ON  THE  STATE  RETURN. 

At  the  present  time  the  division  relies  upon  tax  returns  being 
filed  when  due.   During  the  audit  year  forms  filed  in  the  offices 
of  clerks  of  the  court  in  the  various  counties  were  also  required  to  be 
filed  with  the  Department  of  Revenue.   If  no  filings  were  made,  then, 
there  was  no  records  of  a  taxpayer.  With  the  information  available 
to  the  division  in  the  State  of  Montana  we  make  the  next  recommendation. 

RECOMMENDATION  NO.  16 
WE  RECOMMEND  THAT  THE  DIVISION  OBTAIN  A  LIST  OF  ALL  DEATHS  IN 
THE  STATE  FROM  THE  MONTANA  DEPARTMENT  OF  HEiU,TH,  OR,  USE  THE  INFORMATION 

-17- 


presently  being  received,  in  conjunction  with  the  records  of  the  Income 
tax  division  to  prepare  a  list  of  potential  estates  to  check  against 
returns  actually  filed. 

MOTOR  FUEL  DIVISION. 

The  Motor  Fuel  Division  is  unique  in  that  taxes  collected  by  the 
division  are  from  taxpayers  who  must  be  licensed.   This  feature  has  the 
effect  of  compelling  compliance  in  the  filing  of  tax  returns  and  the 
payment  of  taxes. 

Gasoline  dealers  and  producers  licensed  includes  all  refineries, 
manufacturers,  producers  and  importers.   Details  of  each  filed  report 
are  thoroughly  checked  and  compared  to  data  processing  runs  produced  by 
refineries  and  carriers.   Each  of  these  taxpayers,  in  addition  to  a  license, 
must  also  provide  a  bond.  Most  of  the  checking  Is  by  office  audit,  but  In 
addition,  two  field  men  determine  accuracy  by  field  audits.   Each  taxpayer 
has  his  tax  returns  audited  in  the  field  at  least  every  three  years. 

Gasoline  refunds  are  made  upon  submission  of  special  Invoices 
provided  by  gasoline  dealers  who  are  licensed.  These  Invoices  are 
available  for  audit  at  dealer  locations  but  are  not  so  pursued  unless 
it  is  apparent  that  an  Improper  claim  was  filed.  Licenses  issued  are 
In  numerical  order  and  are  controlled. 

Diesel  and  liquid  petroleum  gas  dealers  and  users  taxes  are 
handled  in  the  same  way.  Sometimes  the  same  person  Is  both  a  dlesel 
and  LP  user  or  dealer  and  for  these,  filed  reports  are  checked  for 
accuracy  but  little  outside  attempt  Is  made  to  verify  gallons  unless  a 
refund  is  claimed.   Delinquency  penalties  are  assessed,  but  sometimes 
waived. 

Many  taxpayers  develop  credit  balances  which  are  carried  forward 
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from  month  to  month  and  from  year  to  year.   On  June  30,  1975  the 
credit  balance  totaled  more  than  $316,000.00.   As  set  forth  above 
penalties  are  accessed  and  sometimes  waived.   When  the  penalty  is 
assessed  to  a  delinquent  taxpayer  the  penalty  is  charged  to  his  credit 
balance  if  the  taxpayer  has  one.   If  the  taxpayer  has  no  credit 
balance  then  he  is  informed  of  the  penalty  and  then  of  course  he  can 
protest  and  perhaps  have  the  penalty  waived. 

RECOMMEMDATION  NO.  17 


WE  BELIEVE  IN  THE  WAIVING  OF  PENALTIES  FOR  A  JUST  CAUSE  AND 
CERTAINLY  IN  THE  TAX  AREA  THERE  MUST  BE  A  COMPASSIONATE  ATTITUDE 
TOWARDS  TAXPAYERS.   WE  DO  HOWEVER,  RECOMMEND  A  FULL  DOCUl'lEOTATION  OF 
ALL  PENALTIES  WAIVED,  SETTING  FORTH  THE  FACTS  REIATING  TO  THJ:  CASE 
AND  THE  BASIS  OF  THE  WAIVER.   THIS  DOCUMENT  SHOULD  BE  SIGNED  BY  THE 
ADMINISTRATOR  OR  HIS  ASSISTANT. 

RECOMMENDATION  NO.  18 
WE  RECOMMEND  THAT  THE  ASSESMENT  OF  PENALTIES  AND  INTEREST  BE 
COMMUNICATED  TO  ALL  TAXPAYERS  REGARDLESS  OF  WHETHER  HE  HAS  A  CREDIT 
BALANCE  OR  NOT,  SO  THAT  A  TAXPAYER  WITH  A  CREDIT  BALANCE  WILL  HAVE 
THE  SAME  OPPORTUNITY  TO  PROTEST  AS  ANY  OTHER  TAXPAYER. 

When  mathematical  errors  are  discovered  on  a  report  only  those 

taxpayers  who  do  not  have  a  credit  balance  are  notified.   Those  with  a 

credit  balance  are  not  notified  by  the  added  tax  is  offset  against 
their  credit  balance. 

RECOMMENDATION  NO.  19 
WE  RECOMMEND  THAT  TAXPAYERS  RE  NOTIFIED  OF  ERRORS  ON  THEIR 
REPORTS,  WHETHER  OR  NOT  THEY  HAVE  CREDITS  ON  THE  1500KS. 
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LIQUOR  DIVISION 

This  division  in  its  operations,  other  than  the  liquor  stores,  and 
the  warehouse,  issues  licenses  for  permits  to  sell  liquor,  beer  and 
wine.   The  division  has  a  firm  control  of  its  license  lists  so  that 
holders  of  licenses  are  known  and  unpaid  licenses  are  pursued  for 
payment  or  cancellation. 

INTERNAL  CONTROL-PURCHASES 

We  are  not  at  all  satisfied  with  the  system  in  operation  with 
respect  to  purchases.   This  statement  does  not  apply  to  the  liquor 
division  where  purchasing  were,  in  our  opinion,  property  documented. 

One  conception  of  the  proper  handling  of  purchases,  including 
material,  services  and  expenses  is,  after  payment  to  have  a  claims- 
package  containing  the  transfer-warrant  on  top,  signed,  the  invoice 
itself  approved  as  to  receipt,  prices,  extensions,  additions  and  then 
the  purchase  order  and  the  requisition. 

This  audit  disclosed  that  upon  innumerable  occasions  the  claims 
package  consisted  of  a  transfer  warrant  and  an  invoice  without  any 
indication  of  approval  from  anyone.   It  is  true  that  the  transfer 
warrant  contains  these  words  alongside  the  signature.   "This  claim  is 
approved  for  the  sum  indicated.   It  is  mathematically  correct,  a  proper 
and  necessary  expense  and  a  legal  charge  against  the  appropriation  of 
funds  named  herein."  We  do  not  believe  however,  that  the  statement  is 
sufficient  to  eliminate  the  necessity  to  document  the  claim  package 
items  themself.   To  do  so  by  phone  or  to  assume  the  invoice  is  correct 
in  every  respect  or  that  the  service  or  materials  have  been  received 
is  no  internal  control  at  all. 
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RECO>gTENDATION  MO.  20 

WE  RECOMMEND  THAT  A  MORE  ACCEPTABLE  SYSTEM  OF  EtVilDLINC  PURCHASES 

BE  INSTALLED.   WE  RECOMMEND  A  SYSTEM  THAT  WOULD  REQUIRE  THE  CLAIMS 

PACKAGE  TO  INCLUDE  THE  TRANSFER  WARRANT,  AN  INVOICE,  THE  PURCHASE 

ORDER  IF  REQUIRED,  AND  A  REQUISITION.   WE  FURTHER  RECOMIIEND  A  STAMP 

TO  BE  BttPRINTED  ON  THE  INVOICE  ON  WHICH  BY  INITIALS  THE  FOLLOWING  WILL 

BE  WARRANTED, 

RECEIPT  OF  ITEMS 

PRICE,  EXTENSION,  ADDITION 

CODING 

BUDGET 

APPROVAL 

INTERNAL  CONTROL- JOURNAL  ENTRIES 

All  none-revenue  connected  journal  entries  were  scrutinized  for 
signature,  explanation  and  accounts  affected  by  the  entry.   Revenue 
connected  journal  entries,  principally  those  recording  collection 
reports  were  checked  on  a  sample  basis. 

We  believe  that  the  person  actually  preparing  the  journal  entry 
should  initial  the  document.   By  so  doing  a  feeling  of  responsibility 
is  imposed  upon  the  preparer.   Further  we  believe  that  in  explaining 
journal  entries  the  explanation  should  be  so  complete  that  any  reader 
thereof  will  understand  the  purpose  of  the  entry. 

The  entries  we  looked  at  included  many  without  any  authorized 
signature,  which,  in  our  opinion  eliminates  all  control  on  journal  entries, 

RECOMMENDATION  NO.  21 
WE  RECOMMEND  THAT  ALL  JOURNAL  ENTRIES  BE  SIGNED  AND  THAT  THE 
INITIALS  OF  THE  PERSON  PREPARING  THE  ENTRY  BE  PLACED  ON  THE  FORM.   WE 
FURTHER  RECOMMEND  THiVT  ALL  EXPLAI^'ATION  BE  MADE  ON  THE  DOCUMENT  SO  FULLY 
THAT  PERSONS  OTHER  THAN  THOSE  ACQUAINTED  WITH  THE  TRANSACTION  WILL, 
FROM  THE  EXPLANATION,  UIHDERSTAND  IT. 
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INTERNAL  CONTROL-PAYROLL 

The  audit  of  the  payroll  was  very  satisfactory  from  the  standpoint 
of  control  in  including  individuals  on  the  payroll,  eliminating  from 
the  payroll,  computation  of  amount  of  pay,  vacation  and  sick  leave. 
The  matter  of  determining  longevity  was  begun  in  April  1975  but  the 
longevity  system  has  not  been  implemented.   Also  the  rate  of  pay  and 
grade  information  was  adequate. 

Five  payroll  checks  in  the  test  of  payroll  were  not  endorsed  by 
the  employee  to  whom  issued  but  were  accepted  by  banks  without 
endorsement,  which  the  banks  are  to  be  critized  for.  All  five  employees 
upon  being  contacted  by  letter  acknowledged  receiving  the  proceeds 
of  the  checks. 

Vacation  and  payroll  records  are  being  maintained  by  hand  and 
are  accurate  mathematically  and  are  computed  In  accordance  with  the  law 
and  the  administrative  rulings. 

We  made  tests  of  amounts  paid  to  employees,  upon  leaving  employineiit , 
for  vacation  time  accumulated  and  sick  pay  accumulated  and  we  found 
the  payments  to  be  accurate  in  every  instance. 

RECOMMENDATION  NO.  22 


WE  RECOMMEND  THAT  VACATION  TIME  AND  SICK  PAY  RECORDS,  INSTEAD  OF 
BEING  DONE  MANUALLY,  BE  CONVERTED  TO  MAINTENANCE  BY  THE  COMPUTER  AND 
THAT  FROM  TIME  TO  TIME  EMPLOYEES  BE  PROVIDED  WITH  A  STATEMENT  OF  THE 
STATUS  REGARDING  THEIR  VACATION  AND  SICK  PAY. 

RECOMMENDATION  NO.  23 
WE  RECOMMEND  THAT  IMPLEMENTATION  OF  THE  LONGEVITY  RECORDS 
IMMEDIATELY. 
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RECOMI-tENDATION  KO.  24 
EACH  MONTH  A  MASTER  LIST  OF  EMPLOYEES  IS  FURNISHED  BY  THE  STATE 
WIDE  ACCOUNTING  SYSTEM.   THE  SYSTEM  IS  NOT  BEING  KEPT  UP  TO  DATE  AS  THE 
SYSTEM  IS  NOT  ADVISED  OF  CHANGES.   WE  RECOMMEND  THAT  THE  MASTER  LIST  BE  CORRECTED 
TO  DATE  AND  THEN  MAINTAINED  CORRECTLY  FOR  EACH  MONTHS  REPORT - 

INTERNAL  CONTROL-EQUIPMENT 

There  is  no  present  control  on  equipment  but  a  system  for  building 
this  control  is  now  progressing  slowly.   Heretofore,  except  for  the  liquor 
division,  all  equipment  purchases  have  been  expensed  and  therefore 
written  off  the  books  each  year. 

During  the  fiscal  1974-1975  year  equipment  purchases  of  inexcess  of 
$350,000.00  were  made  and  charged,  as  in  the  practice,  to  expense,  and 
included  in  the  costs  of  operation  for  the  year. 

We  did  not  physically  inspect  the  equipment,  except  at  liquor  stores, 
as  the  equipment  was  not  numbered  so  that  any  inspection  would  be 
meaningless  based  only  on  description  of  the  items. 

RECOMMENDATION  NO.  25 
WE  RECOMMEND  THAT  THE  INVENTORY  OF  EQUIPMENT  BEGUN  IN  JUNE  1975  BE 
SPEEDILY  CONCLUDED  BY  PLACING  NUMBERS  ON  EACH  ITEM  OF  EQUIPMENT  AND  THAT  A 
COMPURIZED  PLANT  LEDGER  BE  INSTALLED  TO  RECORD  BEGINNING  ITEMS  AND  VALUES, 
AND  TO  PROVIDE  FOR  ADDITIONS  TO  THE  EQUIPMENT  INVENTORY  AND  DISPOSALS  OF 
ANY  ITEM.   WE  FURTHER  RECOMMEND  THAT  THE  COMPUTERIZED  SYSTEM  PROVIDE  FOR 
THE  DETERMINATION  OF  ANNUAL  DEPRECIATION  EXPENSES.   FURTHER,  THAT  EACH 
DIVISION  OR  BUREAU  WITHIN  ANY  DIVISION,  LIQUOR  WAREHOUSE  AND  THE  LIQUOR 
STORES  BE  INSTRUCTED  FULLY  AS  TO  INFOR>[ATION  THAT  THEY  MUST  PROVIDE  FOR 
ACQUISITIONS  OR  DISPOSALS  AND  TFlAT  A  MINI^[U>1  BE  ESTABLISHED  FOR  CONSIDERATION 
AS  AN  EQUIPMENT  ITE-I. 
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INTERNAL  CONTROL-ACCOUNTS  RECEIVABLE 

Accounts  receivable  exist  in  the  inheritance  tax  division,  the 
miscellaneous  tax  division,  the  motor  fuel  division,  the  uncleared  collection 
entity,  the  liquor  division,  the  bad  debt  collection  entity,  and  in  addition 
in  the  income  tax  division  and  corporation  tax  division  which  were  excluded 
from  audit  by  us.   Each  division,  etc.  maintains  their  own  accounts 
receivable  ledgers  in  which  individual  accounts  are  included  showing 
name,  address,  amount  charged  and  amount  paid.   The  individual  accounts 
are  not  part  of  the  data  processing  system  provided  by  the  statewide 
budgeting  and  accounting  system.   As  a  matter  of  fact,  the  system 
provides  no  accounts  receivable  account  for  amounts  owing  for  such  things 
as  taxes. 

RECOMMENDATION  NO.  26 

\TE   RECOMMEND  THE  IMPLEMENTATION  OF  A  SYSTEM  FOR  ACCOUNTS  RECEIVABLE 
INDIVIDUAL  ACCOUNTS  IN  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM, 
WITH  THE  END  PRODUCT  TO  BE  A  STATEMENT  TO  THE  TAXPAYER  OR  ANY  OTHER  PERSON, 
AND  STATEMENTS  BY  DIVISION  INVOLVED  REFLECTING  THE  BALANCE  OWING  AT 
BEGINNING,  THE  CHARGES  AND  CREDIT,  ENDING  BALANCE  AND  AGEING  OF  THE  ACCOUNTS 
INTO  30,  60,  90  DAYS  OR  MORE. 

WE  FURTHER  RECOMMEND  THE  ADDITION  OF  AN  ACCOUNTS  RECEIVABLE  FOR  TAXES 
IN  THE  CHART  OF  ACCOUNTS. 

INTERNAL  CONTROL- INVENTORY-WAREHOUSE 

The  inventory  is  controlled  at  the  warehouse  level  by  a  perpetual 
inventory  system  maintained  on  data  processing  equipment.   The  basic 
functions  of  the  warehouse  is  the  receipt  of  liquor,  storing  the  liquor,  and 
distributing  the  liquor  to  the  146  stores  operating  throughout  Montana.   At 
the  close  of  each  month  a  physical  inventory  of  the  liquor  on  hand  in  the 
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warehouse  is  taken,  checked,  and  conpared  to  the  data  processing  printout 

of  liquor  that  should  be  on  hand  per  item  of  inventory.   Control  is  not  difficult 

in  the  warehouse  with  only  some  700  items  required  to  be  controlled,  so 

errors  are  few. 

Teams  of  two  people  take  the  monthly  inventory,  and  check  their  results 
with  the  data  processing  inventory.   If  there  is  a  difference  another  count 
is  made,  resulting  in  a  change  in  the  count,  or  a  final  short  or  over. 
The  short  and  over  is  carried  from  month  to  month  and  at  the  close  of  the 
fiscal  year  the  machine  inventory  is  adjusted  to  actual  and  the  net  difference 
recorded. 

RECOM^tENDATION  NO.  27 
WE  RECOMMEND  THAT  IK  TAKING  THE  WAREHOUSE  IIWENTORY,  THAT  IN  A  RECHECK 
OF  ANY  DIFFERENCES  BETI.'EEN  TEE  DATA  PROCESSING  COTOT  AND  THE  PHYSICAL  COUNT, 
THAT  THE  RECHECK  BE  MADE  BY  A  TEAM  OTHER  TEA-N  THE  ONE  FIRST  TAKING  THE 
INVENTORY  AND  THAT  THE  TEAM  MAKING  THE  RECHECK  NOT  BE  INFORMED  OF  THE 
COUNTS  BY  EITHER  THE  TEAM  OR  THE  DATA  PROCESSING  PRINTOUT. 

The  purpose  of  this  recommendation  is  to  improve  control  of  inventory 
in  a  situation  where  the  data  processing  shows  less  inventory  than  the 
physical  count  and  the  data  processing  inventory  is  accepted  with  the 
result  that  uncontrolled  inventory  will  be  available  for  purposes  other 
than  sale. 

INVEITTORY  AND  CASH  COUNTS-STORES 

We  have  previously  written  to  the  Director  of  the  Department  of  Revenue 

regarding  the  inventories,  cash  counts  and  other  observations  at  the  stores 

we  visited  during  our  audit.   In  this  letter  we  listed  specific  stores  and 

made  comments  regarding  the  following  matters  applicable  to  the  store. 

Large  number  of  broken  bottles  on  hand  and  inclusion  of  vendors  personal 
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checks  In  cash  fund. 

Merchandise  leaving  store  without  payment. 

Not  opening  stores  on  time  or  for  the  day  at  all. 

Errors  found  in  counts  of  cash. 

Condition  of  the  stores  regarding  empty  cases. 

Price  and  number  labels. 

Arrangement  of  inventory. 

Burglar  alarm  system. 

Operations  of  cash  register. 

Cash  counts. 

Inventory  of  equipment. 

Storage  of  inventory  for  ease  in  inventory  cotint. 

Bad  checks  on  hand. 

Time  of  deposit  of  prior  days  receipts. 

Not  using  change  funds  provided. 

Issuance  of  checks  to  vendor  personally  rather  than  the  store. 

Open  back  door. 

Retention  of  cash  funds  overnight. 

Labels  on  cases. 

Use  of  the  Montana  label. 

The  store  inventories  are  controlled  by  data  processing  equipment  under 
the  "forced  sales  methods."  By  this  method  the  amount  of  sales  that  should 
result  during  a  month  are  determined,  and  monthly  compared  to  actual 
sales,  with  the  difference  accumulated  until  the  end  of  the  year  and  then 
recorded.   We  applaud  the  use  of  this  method  and  favor  its  continuance, 
as  it  should  give  the  correct  answers  for  determining  shorts  and  overs  in 
merchandise. 

For  the  system  to  operate  effectively  and  efficiently  two  things  only 
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required;  one,  the  data  processing  information  must  be  correct  and,  two, 
inventories  must  be  taken  correctly  when  the  monthly  inventory  is  taken. 
If  these  two  things  are  performed  accurately,  then,  the  short  or  over  can 
be  fully  relied  upon  to  be  correct. 

The  income  statement  of  the  liquor  division  in  the  financial  section  of 
this  report  will  show  a  shortage  of  some  $48,000.00  which  we  believe  is 
not  a  great  amount  in  comparison  to  sales  of  inexcess  of  $42,500,000.00, 
being  just  over  l/lO  of  1%.   The  %  of  shortage  in  the  store  with  the  largest 
loss  was  only  about  3/10  of  1%  of  sales. 

Inventory  checks  of  the  inventories  at  the  stores  included  in  our 
sample  proved  to  us  that  inventories  taken  are  generally  correct.   We  found 
no  large  errors  although  some  stores  were  more  correct  than  others.   The 
same  can  be  said  for  cash  counts  which  developed  no  large  deviation  at  any 
of  the  stores. 

Based  upon  our  observation  of  inventories  at  the  stores  and  on  our  cash 
counts  made  at  the  same  time  we  make  the  fcllov/ing  recommendations: 

RECOi'MENDATION  NO.  28 
WE  RECOMMEND  THE  BROKEN  AND  SHORT  BOTTLES  BE  PICKED  UP  REGULARLY  AT  ALL 
STORES. 

RECOMMENDATION  NO.  29 
WE  RECOMMEND  THAT  NO  MERCHANDISE  BE  PERMITTED  TO  LEAVE  A  STORE  FOR  ANT 
REASON  PRIOR  TO  PAYMEOT  FOR  THE  MERCHANDISE. 

RECOMMENDATION  NO.  30 
WE  RECOMMEND  THAT  ALL  STORES  BE  IMPRESSED  WITH  THE  NECESSITY  TO  HAVE 
INVENTORY  ITEMS,  CASES  AND  BOXES,  PROPEELY  LABELED  Am   BACK  ROOM  STORAGE 
AREAS  NEATLY  ARRANGED  FOR  INVENTORY  TAKING.   THIS  ALONE  WILL  MAKE  INVENTORING 
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EASIER  AND  MORE  ACCURATE.   THIS  RECOMMENDATION  IS  MADE  FOR  THE  STORES 
WHERE  THESE  THINGS  ARE  LACKING,  ALTHOUGH  MANY  STORES  QUALIFY  EXCELLENTLY 
FOR  NEATNESS  AND  PROPER  1>ABELING  AND  ARRANGEMENT  OF  MERCHANDISE. 
RECOMMENDATION  NO.  31 
V7E  RECOMMEND  THAT  CHECKS  BE  MADE  OF  ALL  ALARM  SYSTEMS  TO  INSURE  THAT  THE 
SYSTEMS  ARE  OPERATING. 

RECOMMENDATION  NO.  32 

WE  RECOMMEND  THAT  DEPOSITS  FROM  THE  PREVIOUS  DAY,  WHEN  THE  FOLLOWING 
DAYS  ARE  NOT  SATURDAY  AND  SUNDAY,  BE  DEPOSITED  EARLY  THE  FOLLOWING  DAY  AND 
NOT  HELD  ALL  DAY  IN  THE  STORE.   FRIDAYS  RECEIPTS  SHOULD  BE  DEPOSITED  EARLY 
MONDAY  MORNING. 

WE  FURTHER  RECOMMEND  IN  THIS  CONNECTION  THAT  CHANGE  FUNDS  PROVIDED  FOR 
THAT  PURPOSE  BE  USED  AND  THAT  PRIOR  DAYS  RECEIPTS  NOT  BE  USED  FOR  CHANGE 
PURPOSES.   IF  CHANGE  FUNDS  ARE  NOT  SUFFICIENTLY  LARGE,  THEN  ADDITIONAL 
CHANGE  FUNDS  SHOULD  BE  PROVIDED. 

RECOMMENDATION  NO.  33 

THE  PRESENT  MONTANA  LABEL  IS  NOT  SERVING  ITS  PURPOSE.   IF  IT  IS  STUCK 
TO  THE  BOTTLE  IT  FALLS  OFF  OR  IS  EASILY  REMOVED.   IF  IT  IS  PLACED  ON  THE 
CORK  TO  THE  BOTTLE,  IT  IS  NO  LONGER  OF  USE  IN  MOST  BARS  USING  POURERS.   WE 
RECOMMEND  THEREFORE,  THAT  A  STUDY  BE  MADE  OF  A  BETTER  METHOD  FOR  LABELING 
BOTTLES  OR  THAT  CONSIDERATION  BE  GIVEN  TO  THE  MATTER  OF  WHETHER  LABELS  ARE 
ACTUALLY  NEEDED  AT  ALL. 
INTERNAL  AUDIT  BUREAU 

The  Department  of  Revenue  is  required  by  law,  in  order  to  safeguard  the 
tax  revenues  collected  by  the  Department  to  conduct  internal  audits. 

The  principal  activity  of  the  Bureau  has  been  devoted  to  auditing 
liquor  stores  and  making  reports  on  these  audits  as  to  audit  results. 
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INTERNAL  AUDITING  PROGRAM-LIQUOR  DIVISION 

The  Internal  Audit  Bureau  has  two  audit  programs  for  the  liquor  division, 
one,  for  a  month  end  audit  and  the  other  for  audits  performed  at  other 
times.   Both  progrsims  have  for  their  purpose  the  verification  of  cash, 
inventories  of  merchandise  and  pricing  and  detection  of  Improper  operating 
procedures.   The  internal  auditor  also  gives  credit  for  breakage  and 
defective  merchandise  and  performs  certain  functions  upon  a  vendor  change. 

A  standardized  audit  program  is  used  for  audits  of  the  liquor  division. 
In  all,  five  persons  Including  the  bureau  chief  perform  the  internal  auditing 
functions  of  the  office. 

An  examination  of  the  audit  reports,  form  ADI  (Liquor  Division)  discloses 
several  shortcomings  that  should  be  corrected.   First  of  all,  Inventory 
verifications,  made  at  times  other  than  month  end  do  not  disclose  any 
effort  to  reconcile  inventory  differences,  except  as  to  shipments 
chai?ged  to  a  store,  but  not  receivable  by  the  store. 

Our  critizlsm  is  that  the  audit  reports  do  not  reflect  that  the  reason 
for  the  shortages  and  overages,  or  the  greatest  portion  thereof,  was 
determined . 

Another  critizlsm  is  that  when  the  audit  was  performed  before  the  store 
opened,  only  change  funds  and  petty  cash  were  counted.   Many  times  receipts 
from  the  previous  day  would  be  on  hand  to  count  and  to  list  stale  and 
personal  checks,  and  to  compare  with  the  daily  report. 

The  audit  file  should  also  set  forth  the  specific  prices  checked,  a 
procedure  required  by  the  audit  program,  as  a  verification  of  prices 
charged  by  the  store  to  the  public.   Only  a  reference  to  having  checked 
prices  was  made  in  some  of  the  audit  reports. 

Some  audit  reports  were  put  together  without  any  consideration  to  the 

order  of  its  pages.   For  Instance  the  audit  report  form  ADI  instead  of 

being  the  first  page  sometimes  was  found  inside  the  file  for  no  apparent  reason. 
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In  many  instances  report  form  ADI  was  not  completely  filled  out  in  that 
all  questions  were  not  answered- 

While  most  of  the  stores  in  the  state  were  audited  during  the  year 
July  1,  197A  to  June  30,  1975  and  some  even  more  than  once,  there  were  ten 
stores  that  had  not  been  audited.  A  system  for  auditing  all  stores 
should  be  adopted,  whether  a  predetermined  date  for  audit  of  each  store  is 
used  or  a  less  strict  schedule  is  followed. 

The  Internal  Audit  Bureau  can  have  a  beneficent  affect  upon  liquor  store 
personel.  First  of  all  the  cash  is  being  counted  on  a  surprise  basis.   Then 
inventory  verification  is  a  stimulent  to  store  personnel  to  do  a  more 
thorough  and  complete  job.  The  auditor  is  one  of  the  few  people  from 
the  central  office  whom  they  ever  see,  a  contact  that  should  improve 
relations  bet^reen  the  central  office  and  the  store  employees.   In  other 
words  the  Internal  Audit  Bureau  plays  a  very  important  part  in  the 
operation  of  the  liquor  division. 

When  a  store  is  audited  and  after  all  verifications  have  been  completed 
a  report  setting  forth  the  findings  should  be  forwarded  to  the  vendor  by  letter. 

INTERNAL  AUDIT  PROGRAM-OTHER  DIVISIONS. 

During  the  year  June  30,  1975  two  examinations  of  "Selected  Aspects" 
of  operations  were  made  with  a  complete  report  and  recommendations  in 
each  case. 

We  applaud  this  aspect  of  the  work  of  the  Audit  Bureau  and  recommend 
an  expansion  of  this  program  to  include  other  divisions  and  other  activities 
of  the  agency, 

RECOMMENDATION  NO.  34 
WE  RECOMlffiND  THAT  THE  AUDIT  BE  EXPANDED  TO  INCLUDE  A  CHECK  OF  CASH 
REGISTER  TAPES  TO  AAl  REPORTS  FOR  A  PERIOD  OF  ONE  MONTH.   IF  THE  AUDIT  IS 
MADE  FOR  THE  MONTH-END  THEN  THE  PERIOD  WOULD  BE  FOR  THE  MONTH.   OTHERWISE 


THE  MONTH  WOULD  ElTD   ON  THE  AUDIT  DATE  AND  BEGIN  ON  THE  DAY  FOLLO^TING  THE 
AUDIT  DATE  IN  THE  PRIOR  MONTH. 

RECOMMENDATION  NO.  35 


WE  RECOMtEND  THAT  THE  PROGRAM  SHOULD  BE  EXPANDED  TO  INCLUDE  A  LIST  OF 
EMPLOYEES  IN  THE  STORE  ON  THE  AUDIT  DATE,  AND  THAT  THE  AUDIT  PROGRAII  SHOULD 
PROVIDE  FOR  ANY  "OTHER  COMMENTS"  TEAT  THE  AUDITOR  BELIEVES  WOULD  BE  OF 
VALUE. 

The  program  should  require  a  reconciliation  of  inventory  to  a  practical 
extent,  that  is,  not  to  the  penny  but  within  a  reasonable  amount.   If  this 
reconciliation  cannot  be  made  the  facts  as  they  then  are  should  be  the 
audit  result. 

RECOMMENDATION  NO.  36 
THE  AUDITOR  SHOULD  ANST\^R  ALL  QUESTIONS  LISTED  ON  THE  ADI  FORM. 
FORM  ADI  SHOULD  LIST  ALL  ITEMS  SET  FORTH  IN  THE  AUDIT  PROGRAM. 
THE  AUDITORS  WORKING  PAPERS  SHOULD  INCLUDE  A  LIST  OF  PRICES  CHECKED. 
AND  THE  REPORTS  SHOULD  ALL  BE  IN  A  PRE-DETERMINED  ORDER  AND  INCLUDE  A 
DETERMINATION. 

RECOMMENDATION  NO.  37 
WE  RECOMlffiND  THAT  VENDORS  BE  INFORMED  OF  THE  RESULTS  OF  THE  AUDIT. 

RECOMMENT)ATION  NO.  38 
WE  RECOMMEND  THE  PREPARATION  OF  AN  AUDIT  SCHEDULE  TO  THE  END  THAT  EACH 
STORE  IS  AUDITED  AT  LEAST  ONCE  EACH  FISCAL  YEAR. 

RECOMMENDATION  NO.  39 
AS  WE  HAVE  INDICATED  ABOVE  TO  BELIEVE  TFJ^T  THE  INTERNAL  AUDIT  BUREAU 
CAN  BE  OF  GREAT  IMPORTANCE  IN  SAFE  GUARDING  OF  THE  REVEOTE  OF  THE  DEPARTMENT. 

TO  DO  SO  MORE  EFFECTIVELY  TO  RECOWEND  THAT  THE  BUREAU  SELECT  A  NUMBER  OF 
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FUNCTIONS  TO  CARRY  OUT  EACH  YEAR.   FOR  INSTANCE  A  GREAT  DEAL  COULD  BE 
ACCOMPLISHED  IN  THE  INTERl^AL  CONTROL  AREA  TO  DETER>IINE  IF  THE  INTERNAL 
CONTROL  GUIDE  LINES  ARE  BEING  ADHERED  TO.   OTHER  AREAS  WOULD  BE  IN 
CONNECTION  WITH  COMPLIANCE,  A  STUDY  FOR  IMPROVING  THE  ACCOUNTING  SYSTEM 
TO  BETTER  SERVE  THE  DEPARTMENT  AND  AUDIT  OF  SUBSIDIARY  LEDGERS  AND  CONTROL 
AMOUNTS,  USEFULLNESS  OF  REPORTS,  AND  OF  COURSE  MANY  OTHER  AREAS. 

REVENUE 

The  internal  control  over  revenue  as  discussed  above  is  adequate  and 
will  be  even  more  so  if  the  recommendations  which  we  have  made  are  Implemented, 
Our  audit  convinced  us  that  all  revenues  received  by  the  Department  of 
Revenue  were  deposited  with  the  Treasurer  of  the  State  of  Montana. 

We  counted  the  cash  to  be  deposited  with  the  Treasurer  upon  two 
occasions.  At  both  times,  after  the  deposit  was  made  up,  there  remained 
many  baskets  of  checks  and  documents  awaiting  processing.   For  this 
reason  we  make  the  following  recommendation: 

RECOMMENDATION  NO.  AG 


WE  RECOMMEND  THAT  THE  PROCESSING  OF  CHECKS  AND  DOCUMENTS  BE  BROUGHT  UP 
SO  THAT  MAIL  RECEIVED  ONE  DAY  WILL  BE  PROCESSED  AND  THE  DEPOSIT  MADE  THE 
FOLLOWING  DAY. 

PAYMENT  OF  INVOICES. 

Our  audit  indicated  that  invoices  are  not  being  paid  within  a  reasonable 

period  of  time.   For  instance,  a  ranson  sample  in  which  utility  bills  were 

excluded  reflects  the  following: 

Invoice  Date  Date  Paid  Number  of  Days 

8/8/74  9/5/74  28 

5/29/75  6/6/75  8 

3/25  and  4/11/75  5/19/75  38 

5/13/75  5/17/75  14 

5/8/75  6/11/75  34 
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Invoice  date 

616115 
6/26/75 

2/24/75 

3/28/75 

3/26/75 

11/12/75 

ShIlS 

1/15/75 

5/6/75 


Date  Paid 

6/19/75 

8/22/75 

5/2/75 

316115 

i*lUll5 

4/16/75 

1/10/75 

7/31/75 

7/25/75 

7/31/75 


Number  of  Days 

13 
57 
7 
10 
17 
21 
59 
52 


6  mo.  (liquor  Div, 
86     (Liquor  Div, 


RECOMMENDATION  NO.  41 
WE  RECOMMEND  THAT  THE  INTERNAL  AUDIT  BUREAU  MAKE  A  FINDING,  AS  TO  THE 
BOTTLENECK  IN  THE  PAYMENT  OF  CREDITORS,  AND  EARLY  TASK  AND  THAT  THEIR  FINDINGS 
BE  USED  FOR  MODIFICATIONS  OF  PROCEDURES  TO  ACCOMPLISH  THE  NEEDED  IMPROVEttENT 
IN  PAYING  INVOICES. 


INSURANCE 

Insurance  coverage  is  carried  on  the  main  warehouse  in  the  amount  of 
$573,000.00  on  the  building,  $35,000.00  on  the  fixtures  and  in  the  amount 
of  $2,200,000.00  on  the  liquor  inventory. 

In  addition  there  is  a  public  employees  faithful  performance  blanket  bond 
in  the  amount  of  $1,000,000.00,  a  boiler  policy  on  the  liquor  warehouse 
boiler,  a  comprehensive  general  liability  policy  covering  the  state  of  Montana 
for  $3,000,000.00  including  the  Department  of  Revenue,  a  fire  and  extended 
coverage  policy  on  all  Department  of  Revenue  property  wherever  located  for 
actual  cash  value,  policies  covering  inventory  of  liquor  in  stores  and 
a  policy  covering  liquor  being  carried  in  a  vehicle  up  to  $25,000.00. 


RECOMMEMDATION  NO.  42 
WE  RECOMMEND  THAT  THE  INSURANCE  COVERAGE  ON  THE  WAREHOUSE  INVENTORY  BE 
INCREASED  TO  COVER  THE  ^[AXIMUM  INVENTORY  EXPECTED  TO  BE  IN  THE  WAREHOUSE 
AT  ANY  TIME  AS  THE  $2,200,000.00  COVERAGE  IS  NOT  SUFFICIENT. 

-33- 


INSUFFICIENT  CASH  ACCOUNTS 

During  the  year  upon  occasion  two  funds  were  temporarily  insufficient 
to  make  refunds,  resulting  in  checks  being  rejected.   This  happened  in  the 
"income  tax  refund  account"  and  the  "uncleared  collection  account". 

At  the  close  of  each  month  the  revenue  collected  and  deposited  into 
the  "uncleared  collection  account"  is  transferred  out  so  that  the  balance 
on  the  account  is  relatively  low.  Then,  if  income  tax  refunds  are  made 
in  the  early  part  of  the  month  and  checks  are  written  on  the  "income  tax 
refunds  account"  which  is  replenished  by  the  "uncleared  collection  account" 
an  overdraft  results  in  both  accounts  if  the  "uncleared  collection  account" 
cannot  handle  the  check  drawn  on  it  because  of  a  low  balance. 

RECOMMENDATION  NO.  43 
WE  RECOMMEND  THAT  NO  REFUNDS  BE  PROCESSED  UNTIL  AFTER  THE  EARLY  PART 
OF  THE  MONTH  AFTER  COLLECTIONS  BEGIN  TO  COME  IN  AND  ARE  DEPOSITED.  ANOTHER 
SOLUTION  WOULD  BE  TO  PROVIDE  A  CUSHION  IN  THE  "UNCLEARED  COLLECTION  ACCOUNT" 
BY  NOT  DISTRIBUTING  ALL  FUNDS  AT  MONTH  END. 

Another  solution  would  be  to  know  the  bank  balances  for  each  of  the 
accounts  constantly  and  then  issue  checks  only  when  balances  are  available. 

CONTROL  ACCOUNTS 

The  Department  has  several  control  accounts  which  reflect.  In  total, 
the  information  and  balance  which  should  also  be  reflected  in  detailed 
accounts.  The  purpose  of  a  control  account  is  that  It  should  control  or 
balance  with  the  detailed  accounts.   The  accounting  and  auditing  sections 
is  weak  in  doing  this,  and  we  found  in  several  Instances,  that  the  balancing 
was  not  being  done. 
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RECOMMENDATION  NO.  A4 
WE  RECOMMEND  THAT  ALL  CONTROL  ACCOUNTS  AND  SUBSIDIARY  LEDGERS  BE 
BALANCED  MONTHLY  AND  THAT  ONE  INDIVIDUAL  BE  MADE  RESPONSIBLE  FOR  THE 
OVERALL  PERFORMANCE  IN  THIS  AREA,  WITH  DELEGATION  TO  OTHER  IITDIVIDUALS  FOR 
THE  BALANCING  OF  CERTAIN  AND  DEFINED  ACCOUNTS. 

THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  AND  THE  LIQUOR  DIVISION  OPERATIONS 

In  order  for  the  people  of  Montana  to  be  Informed  of  the  results  of  the 
States  operation  of  the  liquor  monopoly  a  financial  statement  must  be 
prepared  after  taking  into  consideration  the  sales  for  a  fiscal  year  and 
taking  into  consideration  the  proper  purchases  for  a  tie-in  with  the 
inventory  cutoff.  As  the  Statewide  System  has  certain  cutoff  dates  the 
system  reflects  sales  that  may  include  sales  from  a  prior  year  and  not 
include  all  sales  for  the  current  year,  which  because  of  the  cutoff,  will  go 
into  the  following  year.   Actual  sales  figures  for  each  fiscal  year  are, 
however,  available  from  the  data  processing  division  in  the  Department  of 
Revenue.  These  latter  figures  are  not,  however,  controlled  by  a  double 
entry  system  of  accounting.  The  Department  because  of  the  situation  has 
used  In  their  reports  the  sales  developed  by  the  Data  Processing  Division. 

Also  because  of  the  lack  of  a  cutoff  of  purchases  with  inventory  in  the 
Statewide  System  the  Department  has  used  in  its  reports  a  cost  of  sales 
developed  by  the  Data  Processing  Division  which  is  not  based  upon 
inventories  and  purchases.   Instead  the  system  determines  cost  of  sales 
by  use  of  the  latest  per  bottle  cost  applied  to  units  sold.  Under  normal 
circimstances  this  system  would  work  quite  well  but  in  a  period  of  rising 
or  falling  prices  the  end  result  will  not  be  too  accurate. 

RECOMMENDATION  NO.  45 
WE  RECOMMEND,  THAT  AT  THE  CLOSE  OF  A  FISCAL  YEAR,  COST  OF  SALES  BE 
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DETERMINED  BY  USING  PURCHASES  FOR  THE  FULL  YEAR  ADDED  TO  BEGINNING  INVENTORY 
AND  LESS  ENDING  IIWENTORY  ADJUSTED  FOR  PURCHASES  AFTER  INVENTORY  DATE 
AND  INCLUDED  IN  ACCOUNTS  PAYABLE. 

RECOMMENDATION  NO.  46 


WE  RECOMMEND,  THAT  SALES  PER  THE  STATEWIDE  SYSTEM  BE  RECONCILED  WITH 
SALES  AS  DEVELOPED  BY  THE  DATA  PROCESSING  DIVISION. 

RECOMMENDATION  NO.  47 
WE  RECOMMEND  THAT  THE  COSTS  AS  DEVELOPED  BY  THE  DATA  PROCESSING  DIVISION 
BE  USED  IN  INTERIM  REPORTS. 

Income  from  operations  of  the  stores,  excluding  the  excise  taxes 
and  all  taxes  developed  by  the  liquor  monopoly  as  per  exhibit  "C"  reflects 
according  to  our  determinations  a  profit  of  $8,015,486.00  whereas  the 
Department  under  its  method  of  costing  sales  at  the  last  price,  shows  a 
profit  on  storer  operations  of  $7,521,853.00  a  difference  of  $493,633.00. 
There  is  no  practical  way  to  reconcile  the  difference  but  it  is  due  to 
costing  sales  at  the  latest  cost  price  which  has  the  effect  of  over 
costing  sales  of  inventory  bought  at  a  lower  price. 

PvECOMIffiNDATION  NO.  48 
WE  RECOMIIEND  THAT  NO  FURTHER  DEPRECIATION  BE  TAKEN  ON  THE  WAREHOUSE 
BUILDING  AS  THE  DEPRECIATION  TAKEN  HAS  REDUCED  BOOK  VALUE  BELOW  SALVAGE 
VALUE. 

INDIVIDUAL  STORES  OPERATIONS 

Based  upon  the  method  of  computing  cost  of  sales  used  by  the 
Department  and  expenses  as  provided  by  the  Statewide  Accounting  System, 
individual  stores  contributed  various  amounts  to  the  net  income  derived 

from  operations. 
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The  larger  stores,  as  is  to  be  expected,  contributed  larger 
profits  but  these  varied,  after  considering  sales  volume,  to  a 
considerable  extent  due  to  unequal  expenses.   Of  the  146  stores, 
In  operation  during  the  1974-1975  fiscal  year,  eight  operated  at  a 
loss.   All  of  these  were  small  volume  stores  and  three  were  converted 
to  agency  stores  on  July  1,  1975,  thereby  fixing  costs  to  correspond 
with  sales. 

RECOMMENDATION  NO.  49 
WE  RECOMEND  THAT  THE  FIVE  STORES  REFLECTING  A  LOSS  ON  OPERATIONS 
FOR  THE  FISCAL  YEAR  AND  NOT  CONVERTED  TO  AGENCY  STORES  ON  JULY  1,  1975,  BE 
SO  CONVERTED  AT  THE  EARLIEST  POSSIBLE  TIME. 

There  are  also  other  marginal  stores  with  a  high  ratio  of  expenses 
to  sales  and  a  small  volume  and  profit.   These  are  stores  with  a  ratio 
of  expense  to  sales  of  more  than  30%.   Sales  is  the  selling  price  before 
adding  the  excise  tax  of  21%.   Profit  on  these  store  range  from  $107.00 
to  $1,346.00  exclusive  of  the  excise  tax. 

RECOMMENDATION  NO.  50 
WE  RECOMMEND  THE  CONVERSION  OF  THE  FOLLOWING  STORES  TO  AGENCY 
STORES : 

NO:  41,  48,  57,  82,  92,  99,  126,  166,  187. 

Other  high  ratio  of  expense  to  sales  exists  in  several  other  stores 
but  the  profit  in  these  stores  are  generally  better  but  should  also 
be  considered  for  conversion  to  agency  stores. 

RECOMMENDATION  NO.  51 
WE  RECOMMEND  THAT  THE  MATTER  OF  CONVERSION  TO  AGENCY  STORES 

BE  GIVEN  A  COMPLETE  REVIETr/  GIVIIIG  SPECIAL  ATTENTION  TO  MARGINAL  STORES, 
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PROPERTY  ASSESSMENT  DIVISION 

Senate  Bill  No.  23  of  the  1975  Session  enacted  Section  84-429.14 
which  provided  for  a  "periodic  revaluation  of  taxable  property". 
Section  84-429.15  then  provided  for  an  "Equalization  of  Valuations". 

Prior  to  the  enactments  of  Senate  Bill  No.  23,  the  functions  of 
assessing  and  appraising  property  had  been  given  to  the  Department  of 
Revenue  by  House  Bills  15,  16  and  17  by  prior  legislatures. 

In  addition  to  these  functions,  the  property  assessment  division 
determines  the  net  proceeds  taxes.   Only  a  few  of  the  taxpayers  subject 
to  a  net  proceeds  tax  have  had  their  tax  return  audited.   A  majority  of 
these  taxpayers  have  headquarters  outside  of  the  State,  which  adds  to 
the  problem  of  auditing  returns  except  for  office  review,  to  which  each 
return  is  subjected. 

Another  function  of  this  division  is  the  auditing  of  bank  capital 
monies  tax  which  has  proved  to  be  very  successful  in  producing  revenue. 
The  fifty  audits  that  have  been  completed,  have  produced  revenues  of 
about  $1,000,000.00  for  the  counties  where  the  banks  were  located. 

The  audits  made  to  date  represented  about  one-third  of  the  total 
number  of  banks  in  Montana. 
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Compliance 

The  scope  of  our  audit  of  the  Department  of  Revenue  included  an  examina- 
tion to  determine  that  the  department  is  properly  complying  with  the  laws, 
regulations  and  administrative  directives  of  the  State  of  Montana.   In  order 
to  properly  conduct  this  part  of  our  audit,  we  first  made  a  review  of  the 
State  publications  setting  forth  the  laws,  regulations  and  directives  related 
to  the  Department  of  Revenue. 

A  review  was  first  made  of  the  Revised  Codes  of  Montana,  Volume  5,  Part 
2,  Taxation-Title  84.   Set  forth  in  this  publication  are  the  powers  and  duties 
of  the  Department  of  Revenue.   Also,  a  review  was  made  of  all  the  laws  per- 
taining to  taxation  to  determine  their  relationship  to  the  duties,  powers, 
functions  and  responsibilities  of  the  department  and  its  underlying  divisions. 

We  then  reviewed  the  Montana  Administrative  Code,  Title  42,  related  to 
the  Department  of  Revenue.  This  administrative  code  shows  the  organization 
of  the  department,  including  a  breakdown  of  its  divisions  and  related  bureaus. 
Also  set  out  here  is  a  brief  description  of  the  functions  and  responsibilities 
of  each  division.  Written  administrative  rules  and  regulations  are  set  out  in 
detail  for  some  of  the  divisions  of  the  department,  however,  for  some  divisions 
only  a  general  description  of  their  responsibilities  is  Included. 

The  Montana  Administrative  Manual,  Volume  1,  General  Administrative 
Policies  and  Procedures  was  reviewed  to  determine  areas  applicable  to  the 
Department  of  Revenue.   Certain  management  memos  contained  herein  relate  directly 
to  the  Department  of  Revenue.   Other  directives  such  as  rules  relating  to  travel 
expenses,  sick  leave  and  communications  relate  to  the  department  as  well  as  all 
other  agencies  of  the  State. 

We  then  made  a  general  review  of  the  department  and  all  of  its  divisions 
to  determine  that  they  are  complying  with  all  the  laws,  regulations  and  directives 
pertaining  to  them.  This  general  review  Included  discussions  with  the  Director, 
Deputy  Director  and  all  the  various  department  heads  regarding  compliance.  We 
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were  interested  in  determining  their  awareness  to  compliance,  what  they  were 
doing  to  determine  that  there  is  proper  compliance,  and  what  problems,  if 
any,  they  believe  exist.  Also,  while  performing  all  steps  of  our  audit  re- 
lated to  the  operations  and  records  of  the  Department  of  Revenue,  we  looked 
for  problem  areas  related  to  compliance. 

While  we  found  the  Department  of  Revenue  and  its  related  divisions  and 
bureaus  to  generally  be  in  compliance  with  the  laws,  regulations  and  directives 
affecting  them,  we  believe  the  following  recommendations  are  worthy  of  con- 
sideration: 

RECOMMENDATION  NUMBER  52. 

WE  RECOMMEND  THAT  THE  EXAI-II  NAT  IONS  CONDUCTED  BY  THE  INTERNAL  AUDIT 
PROGRAMS  RELATED  TO  THESE  EXAMINATIONS  BE  REVISED  AND  UPDATED.   THIS  WAS 
ALSO  MENTIONED  IN  ANOTHER  AREA  OF  OUR  REPORT. 
RECOMMENDATION  NUMBER  53. 

WE  RECOMMEND  THAT  AN  EFFORT  BE  PUT  FORTH  TO  CONTINUE  IMPROVEMENT 
IN  THE  AUDITS  OF  STATE  TAX  RETURNS  FOR  ALL  TAXES.   THIS  INCLUDES  IN- 
CREASING THE  NUMBER  OF  AUDITS  CONDUCTED  AND  IMPROVING  AUDIT  TECHNIQUES 
OF  BOTH  OFFICE  AND  FIELD  AUDITS. 
RECOMMENDATION  NUMBER  54. 

WE  RECOMMEND  THAT  THE  TAXPAYER  LISTS  RELATED  TO  THE  VARIOUS  TAXES 
OF  THE  STATE  BE  REVIEWED  TO  DETERl-IINE  THAT  THEY  ARE  AS  COMPLETE  AS  CAN 
POSSIBLY  BE  DETERMINED.  FOR  CERTAIN  TAXES,  THIS  REVIEW  SHOULD  INCLUDE 
A  COMPARISON  WITH  LISTS  HELD  BY  OTHER  STATE  AGENCIES  TO  DETERMINE  BOTH 
LISTS  ARE  COMPLETE. 
REC0M4ENDATI0N  NUMBER  55. 

WE  RECOMt-END  THAT  TAXPAYER  LISTS  BE  REVIET^D  FROM  PERIOD  TO  PERIOD 
TO  SEE  THAT  /vLL  TAXPAYERS  ARE  FILING  PROPERLY.   WHEN  TAXPAYERS  HAVE  NOT 
FILED,  OR  HAVE  FILED  INCORRECTLY,  WE  FURTHER  RECOMMEND  FOLLOW-UP  PRO- 
CEDURES SHOULD  BE  IMPROVED.   THERE  IS  A  NEED  TO  SPEED  UP  FOLLOW-UP 
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PROCEDURES  SO  THAT  RETURNS  ARE  CORRECTLY  RECEIVED  FASTER  AND  ALSO  TO 
SEE  THAT  THE  CORRECT  TAX  IS  COLLECTED. 
RECOMMENDATION  NUMBER  56. 

WE  RECOMMEND  THAT  THE  RULES  AND  REGULATIONS  IN  THE  MONTANA  AD- 
MINISTRATIVE CODE  RELATED  TO  THE  DEPARTMENT  OF  REVENUE  BE  EXPANDED. 
THE  DEPARTMENT  OF  REVENUE  DOES  NOT  APPEAR  TO  HAVE  ADEQUATE  RULES  AND 
REGULATIONS  IN  TEE  MONTANA  ADMINISTRATIVE  CODE.   THE  PURPOSE  OF  THIS 
CODE  IS  TO  SET  FORTH  UNIFORM  RULES  AND  PROCEDURES  FOR  STATE  ADMINISTRA- 
TIVE AGENCIES.   RULES  RELATED  TO  RESPONSIBILITIES  AND  FUNCTIONS  OF  ALL 
THE  VARIOUS  DIVISIONS  OF  THE  DEPARTMENT  OF  REVENUE  SHOULD  BE  SET  FORTH 
IN  THE  MONTANA  ADMINISTRATIVE  CODE.   SOME  DIVISIONS  DO  NOT  HAVE  ANY 
SPECIFIC  RULES  AND  REGULATIONS  SET  FORTH  IN  THIS  CODE,  WHILE  OTHERS 
HAVE  RULES  AND  REGULATIONS  THAT  DO  NOT  ADEQUATELY  COVER  THEIR  FUNCTIONS 
AND  AREAS  OF  RESPONSIBILITY. 
RECOMMENDATION  NUMBER  57. 

WHILE  REVIEWING  SECTIONS  OF  THE  MONTANA  LAW  RELATED  TO  THE  DE- 
PARTMENT OF  REVENUE,  WE  NOTED  THAT  UNDER  SECTION  84-723,  THE  COLLECTIONS 
OF  THE  DEPARTMENT  MUST  BE  "TURNED  OVER  TO  THE  STATE  TREASURER  BY  THE 
TENTH  AND  TWENTY-FIFTH  DAY  OF  EACH  MONTH."  WHILE  THIS  IS  IN  CONTRADICTION 
TO  SECTION  79-306  WHICH  STATES  THAT  ALL  STATE  AGENCIES  SHALL  DEPOSIT 
DAILY,  WE  WERE  INFORMED  BY  THE  ATTORNEY  FOR  THE  OFFICE  OF  THE  LEGISLATIVE 
AUDITOR  THAT  SECTION  84-723  RELATED  SPECIFICALLY  TO  THE  DEPARTMENT  OF 
REVENUE  AND  THEREFORE  TAKES  PRECEDENCE  OVER  THE  GENERAL  STATUTE  REQUIRING 
DAILY  DEPOSITS.   WE,  THEREFORE,  RECOMMEND  THAT  IN  ORDER  TO  CONFORM  WITH 
GOOD  ACCOUNTING  PRACTICES  AND  GOOD  INTERNAL  CONTROL  PROCEDURES,  THAT 
SECTION  84-723  BE  AMENDED  TO  STATE  THAT  "ALL  COLLECTIONS  RECEIVED  BY 
THE  DEPARTMENT  OF  REVENUE  MUST  BE  DEPOSITED  DAILY  ." 

While  the  Department  of  Revenue  appears  to  generally  be  in  compliance  with 
the  laws  of  the  State,  it  is  important  that  they  continue  to  put  forth  efforts 
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related  to  this  area.   All  the  functions  and  responsibilities  of  the  de- 
partment revolve  around  compliance  on  a  day-to-day  basis.   The  Director  must 
continually  work  to  communicate  the  problems  related  to  compliance  and  new 
areas  of  compliance  to  his  division  heads,  and  this  communication  must  carry 
on  down  the  line. 
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PRIOR  RECOMMENDATIONS 
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MONTANA  DEPARTMENT  OF  REVENUE 

FINANCIAL  STATEMENTS 
AS  OF  JUNE  30,   1975 
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The  following  financial  statements.  Exhibits  A  and  B,  reflects  the 
assets  and  liabilities  of  the  various  accounting  entitles  as  per  the  records 
maintained  by  the  Statewide  Budgeting  and  Accounting  System  and  our  audit  on 
June  30,  1975. 

Exhibit  "A"  is  a  consolidated  balance  sheet  of  all  entities  and  Exhibit 
"B"  reflects  the  assets  and  liabilities  of  each  entity  on  June  30,  1975. 

Exhibit  "C"  is  a  statement  of  changes  in  fund  balances  during  the  year 
ending  on  June  30,  1975  and  Exhibit  "D"  and  "E"  reflect  the  years  expenditures 
and  compares  actual  expenditures  with  budget  appropriations  respectively  for 
the  year. 

Exhibit  "F"  is  provided  for  information  purposes  only,  as  the  sales  are 
not  the  same  as  the  sales  per  the  Statewide  System  nor  are  the  purchases  of 
merchandise  the  same  because  of  cut-off  dates  affecting  sales  and  purchases 
in  the  Statewide  System. 

Exhibit  "F"  reflects  operations  of  the  liquor  stores  by  determining  cost 
of  sales  taking  into  consideration  opening  and  closing  inventories  and  pur- 
chases and  freight.   Freight  from  the  warehouse  to  the  individual  stores  is 
considered  to  be  an  added  cost  of  goods  sold,  rather  than  expense  of  operation. 

RECOMMENDATION  NUMBER  58 
WE  RECOMMEND  THAT  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  BE 
MODIFIED  SO  THAT  ALL  ASSETS  OF  THE  LIQUOR  DIVISION  BE  REFLECTED  IN  THE  SYSTEM. 
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MONTANA  DEPARTMENT  OF  REVENUE 

CONSOLIDATED  BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "A' 


ASSETS 

Cash  in  Treasury 
Cash  in  change  funds 
Imprest  cash  funds 
Cash  in  bank 
Accounts  receivable: 

Deferred 

Advances  to  employees 

Taxes 

Receipts 

Dishonored  checks 

Doubtful  accounts 

Montana  Department  of  Highways 
Merchandise  inventory 
Inventory  in  transit 
Investments 
Property  held  in  trust 

Total  Assets 


$  3,528,231 

18,675 

5,815 

7,500 

12,292 

9,800 

4,158,903 

14,924 

85,061 

100,689 

16,380 

6,149,758 

9,078 

6,087,041 

54,500 

$20,258,647 


LIABILITIES 

Accrued  expenditures  payable 

Reserves  for: 

Reserve  for  deferred  accounts  receivable 
Stale-dated  warrants 
Uncleared  collections 

Property  held  in  trust 
Unaccumulated  bond  discounts 

Fund  balance 

Total  Liabilities  and  Fund  Balance 


$  1,751,699 

12,292 
71,914 
86,948 

4,200,800 
4,411 

14.130,583 

$20,258.647 


Note  (1)   The  Department  is  liable  for  $955,825.00  of  rentals  on  stores  to 
end  of  lease  term. 

Note  (II)  The  Department  is  contingently  liable  for  credits  to  taxpayers 
accounts  for  fuel  tax  credits  in  the  amount  of  $316,515. 
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MONTANA  DEPARTMENT  OF  REVENUE 
GENERAL  FUND 

BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "B" 


ASSETS 

Cash  in  bank 
Advances  to  employees 
Inter-entity  loans 

Total  Assets 


$  7,500 

8,800 

60,816 

$  77.116 


LIABILITIES 


Accrued  expenditures  payable 


$618,421 


Fund  balance 
Total  Liabilities  and  Fund  Balance 


(  541,305) 
$  77,116 
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EXHIBIT  "C 


MONTANA  DEPARIT'tENT  OF  REVENUE 

REVOLVING  FUND 

BALANCE  SHEET 
June  30,  1975 


AUDIT 

REVOLVING 

ACCOUNT 


LIQUOR  DIVISION 
REVOLVING 
ACCOUNT  * 


CENTRAL 

SUPPLY 

ACCOUNT 


TOTAL  ALL 
ACCOUNTS 


ASSETS 

Cash  in  treasury 
Accounts  receivable: 

Receipts 

Dishonored  checks 
Merchandise  inventory- 
Inventory  in  transit 

Total  Assets 


$1,217 


$1.217 


$  840,242 

14,924 

2,678 

6,109,308 


$6,967,152 


$24,417 


40,450 
9,078 

$73.945 


$  865,876 

14,924 

2,678 

6,149,758 

9.078 

$7.042.314 


LIABILITIES 

Accrued  expenditures  payable 
Inter-Agency  accounts  payable 


$  784,084 


$  9,479 
60,816 


$  793,563 
60,816 


Fund  balance  $1.217         6,183,068        3,650       6,187,935 

Total  Liabilities  and  Fund  Balance   $1,217        $6,967,152      $73,945      .^7,0^^,314 


*  The  Liquor  Division  also  owns  a  warehouse  and  equipment  with  a  depreciated  cost  of 
$132,434.00. 
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MONTANA  DEPARTMENT  OF  REVENUE 

AGENCY  FUND 

BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "B" 


BAD  DEBT    UNCLAIMED 
COLLECTION   PROPERTY 
ACCOUNT      ACCOUNT 


CASH  COMPLIANCE 
BOND  ACCOUNT 


ASSETS 

Cash  in  treasury 
Accounts  receivable: 
Doubtful  accounts 

Property  held  in  trust 

Total  Assets 


$  8,686    $  25,649 
100,689 


$109,375    $  25,649 


$  60,200 


54.500 
$114,700 


LIABILITIES 

Reserves  for: 

Stale-dated  warrants  $    141 

Property  held  in  trust 

Fund  balance  $109,375    $  25,508 

Total  Liabilities  and  Fund  Balance   $109,375    $  25,649 


$  54,500 

60.200 

$114.700 
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EXHIBIT  "B' 


MONTANA  DEPARTMENT   OF   REVEITOE 

SINKING  FUND 

BALANCE  SHEET 
June  30,  1975 


UNIVERSITY 

1949  BUILDING  WAR1-!  SPRINGS  BOULDER  RIVER 

BOOT  STATE  HOSPITAL  SCHOOL      TOTAL  ALL 

ACCOUNT         ACCOUNT  ACCOUNT  ACCOUNTS 


ASSETS 


Cash  in  treasury 


Total  Assets 


$2.336 
$2.336 


$15.786 
$15,786 


$98,154      $116.276 
$98,154      $116,276 


LIABILITIES 

Fund  balance  $2,336 

Total  Liabilities  and  Fund  Balance  $2,336 


$15,786 
$15,786 


$98,154     $116,276 
$98,154     $116,276 


-60- 


MONTANA  DEPARTMENT  OF  REVENUE 

AGENCY  FUND 

BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "B" 


BAD  DEBT    UNCLAIMED 
COLLECTION   PROPERTY 
ACCOUNT      ACCOUNT 


CASH  COMPLIANCE 
BOND  ACCOUNT 


TOTAL  ALL 
ACCOUNTS 


ASSETS 

Cash  in  treasury 
Accounts  receivable: 
Doubtful  accounts 

Property  held  in  trust 

Total  Assets 


$  8,686    $  25,649 
100,689 


$109,375    $  25,649 


$  60,200 


54.500 
$114,700 


$  94,535 

100,689 

54.500 

$  249,724 


LIABILITIES 

Reserves  for: 

Stale-dated  warrants  $    141                      $     141 

Property  held  in  trust  $  54,500          54,500 

Fund  balance  $109,375    $  25.508         60.200         195.083 

Total  Liabilities  and  Fund  Balance  $109.375    $  25,649       $114.700       $  249.724 
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EXHIBIT  "B' 


MONTANA  DEPARTMENT  OF  REVEtiUE 

SIMKING  FUND 

BALANCE  SHEET 
June  30,  1975 


UNIVERSITY 

1949  BUILDING  WARl-I  SPRINGS  BOULDER  RIVER 

BO>n)  STATE  HOSPITAL  SCHOOL      TOTAL  ALL 

ACCOUNT         ACCOUNT  ACCOUNT  ACCOUNTS 


ASSETS 


Cash  in  treasury 


Total  Assets 


$2,336 
$2,336 


$15,786 
$15,786 


$98,154      $116,276 


$98,154      $116,276 


LIABILITIES 


Fund  balance 


$2,336 


Total  Liabilities  and  Fund  Balance  $2,336 


$15,786 
$15,786 


$98,154     $116,276 


$98.154     $116,276 
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MONTANA  DEPARTMENT  OF  REVENUE 

FEDERAL  AND  PRIVATE  REVENUE  FUND 

BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "B" 


ASSETS 

Cash  in  treasury 
Accounts  receivable: 
Deferred 

Total  Assets 


WELFARE  FRAUD 

INVESTIGATION 

ACCOUNT 

$  3,435 

12.292 

$15.727 


LIABILITIES 

Accrued  expenditures  payable 
Reserve  for: 

Deferred  accounts  receivable 


$  1,030 
12,292 


Fund  balance 
Total  Liabilities  and  Fund  Balance 


2,405 
$15.727 
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MONTANA  DEPARTMENT  OF  REVENUE 

TRUST  AND  LEGACY  FUND 

BALANCE  SHEET 
June  30,  1975 


EXHIBIT  "B' 


ASSETS 

Cash  in  treasury 

Investments 
Total  Assets 


RESOURCE 

INDEMNITY  TAX 

ACCOUNT 

$    3,107 

3.288,760 

$3.291,867 


LIABILITIES 

Unaccumulated  bond  discounts 

Fund  balance 
Total  Liabilities  and  Fund  Balance 


$    4. All 

3.287.456 
$3.291.867 
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MONTANA  DEPARTMENT  OF  REVENUE 

GENERAL  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 
AS  IT  PERTAINS  TO  DEPARTMENT  OF  REVENUE 


EXHIBIT  "C" 


Fund  balance,  July  1,  1974 

Additions: 

Transfers  -  Clearing  accounts 

Total  Additions  and  Balance 


($    217,997) 


114,012,983 
113,794.986 


Deductions: 

Support  expenditures 


7,719,632 


Transfers  to: 
Other  funds 

Prior  year  revenue  adjustment 
Prior  year  expenditure  adjustment 

Total  Deductions 


*  106,376,419 

190,486 
49.754 

114,336.291 


Fund  Balance,  June  30,  1975 


($    541,305) 


*  No  information  as  to  this  amount  was  provided  by  the  State-wide  System. 
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MONTANA  DEPARTl-IENT  OF  REVENUE 
REVOLVING  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 


EXHIBIT  "C 


Fund  balance,  July  1,  1974 

Additions: 
Receipts 

Transfers  from: 
Other  accounts 

Prior  year  expenditure  adjustments 
Inventory  adjustment 

Total  Additions  and  Balance 


Deductions: 

Local  assistance 

Withdrawals 

Prior  year  expenditure  adjustment 
Prior  year  withdrawal  adjustment 

Total  Deductions 

Fund  Balance,  June  30,  1975 


REVOLVING 

REVOLVING 

SUPPLY 

TOTAL  ALL 

ACCOUNT 

ACCOUNT 

ACCOUNT 
-0- 

ACCOUNTS 

$   357 

($ 

154,882) 

($   154,525) 

2,137 

42,699,723 

$68,106 

42,769,966 

1,262 

214 

624 

1,476 
624 

6,109,308 
48,654,363 

3.027 
71,757 

6.112.335 

3.756 

48,729,876 

2,539 

1,406,348 

1,408,887 

40,847,257 

68,107 

40,915,364 

205,058 

205,058 

12,632 
42,471,295 

12.632 

2.539 

68,107 

42,541,941 

$1,217 

4 

6.183.068 

$  3.650 

$  6,187,935 
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EXHIBIT  "C 


MONTANA  DEPARTMENT  OF  REVENUE 

AGENCY  FUND 

STATEMENT  OF  CHAITGES  IN  FUND  BALANCE 


Fund  balance,  July  1,  1974 


BAD  DEBT 

COLLECTION 

ACCOUNT 


-0- 


Additions: 

Receipts  112,562 

Transfers  from: 

Other  accounts  522 

Accountability  for  property  held 

in  trust  

Total  Additions  and  Balance      113.084 


Deductions: 

Refunds 

Collections  returned  3,591 

School  Trust  &  Legacy 
account 
Unclaimed  property  returned 
Transfer  of  administrative  costs 
Forfeited  bonds 
Return  of  bonds 

Bad  debt  write-off  118 

Adjustment  for  property  held  in 

trust  

Total  Deductions  3,709 

Fund  Balance,  June  30,  1975      $109.375 


UNCLAIMED 
PROPERTY 
ACCOUNT 


($ 


141) 


146,738 


242 


146,839 


20 


121,331 
$  25,508 


CASH  COMPLIANCE 
BOND  ACCOUNT 


-0- 

$105,470 

1,231 

96,200 


202.901 


2,400 


54,500 

142,701 

$  60,200 


($ 


141) 


364,770 


1,753 


96,442 


462.824 


2,420 
3,591 


106,239 

106,239  1 

4,871 

4,871  ' 

10,201 

10,201  ! 

15,729 

15,729  , 

70,072 

70,072  i 
118 

54.500 

267.741 

$195.083 
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EXHIBIT  "C" 

MONTANA  DEPARTMENT  OF  REVENUE 
SINKING  FUND 
STATEMENT  OF  CHANGES  IN  FUND  BALANCE 


UNIVERSITY 

1949  BUILDING  V/ARM  SPRINGS  BOULDER  RIVER 

BOND  STATE  HOSPITAL  SCHOOL      TOTAL  ALL 

ACCOUNT         ACCOUNT  ACCOUNT  ACCOUNTS 


Fund  balance,  July  1,  197A      $2,168         $14,934         $97,852       $114,954 


Additions: 
Receipts 


168  852  302         1»322 


Total  Additions  and  Balance      2.336  15.786  98.154        116|276 

Fund  Balance,  June  30,  1975     $2.336         $15.786        $98.154       $116.276 
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MONTANA  DEPARTMENT  OF  REVENUE 

FEDERAL  AND  PRIVATE  REVENUE  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 


EXHIBIT  "C" 


Fund  balance,  July  1,  1974 


WELFARE  FRAUD 

INVESTIGATION 

ACCOUNT 

$  5.702 


Additions: 
Receipts 

Total  Additions  and  Balance 


3A,?.69 
39.971 


Deductions: 

Support  expenditures 


23,774 


Reserve  for  deferred  accounts 
Prior  year  withdrawl  adjustment 

Total  Deductions 

Fund  Balance,  June  30,  1975 


12,292 
1,500 

37,566 

$  2,405 


-69- 


MONTANA  DEPARTMENT  OF  REVENUE 

TRUST  AND  LEGACY  FUND 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 


EXHIBIT  "C* 


Fund  balance,  July  1,  1974 


RESOURCE 

INDEMNITY  TAX 

ACCOUNT 

$1,141,385 


Additions: 
Receipts 


96,032 


Transfers  from: 
Other  accounts 

Prior  year  revenue  adjustment 

Total  Additions  and  Balance 

Fund  Balance,  June  30,  1975 


2,050,037 
2 

3,287.456 

$3.287.456 
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EXHIBIT  "F" 


MONTANA  DEPARTMENT  OF  REVENUE  -  LIQUOR  DIVISION 

OPERATING  STATEMENT  -  ALL  SECTIONS 
For  Year  Ended  June  30,  1975 


Sales: 

Liquor  sales,  less  excise  taxes  of  21% 
Cost  of  liquor  sold  (includes  freight  from 
warehouse  to  stores) 

Gross  profit  -  Liquor  sales 
Discount  earned 
Other  income 

Gross  Profit 

Operating  Expenses: 

Salaries  and  commissions 

Employee  benefits 

Contracted  services 

Supplies  and  materials 

Communications 

Travel 

Rent 

Utilities 

Maintenance  and  repairs 

Breakage  and  shortage 

Depreciation 

Other  expenses 

Total  operating  expenses 

Net  Profit  Retail  Stores  -  Before  Excise  Tax 

Other  Revenue  of  the  Liquor  Monopoly: 
State  Excise  Tax 
State  License  Tax 
County  License  Tax 
Beer  Tax  collected 
Beer  Licenses  issued 
Liquor  Licenses  issued 
Wine  Licenses  issued 

Transfers  and  license  processing  fees 
Total  other  revenue 

Net  Income  Liquor  Division  -  All  Sections 


$2,411,175 

330,508 

53,307 

75,774 

38,919 

6,430 

292,690 

73,739 

19,858 

48,880 

13,559 

4,156 


$35,158,694 

23,787,110 

11,371,584 

1,444 

11.453 

11,384,481 


3.368,995 

8,015,486 

*  5,625,391 

*    351,587 

*  1,406,348 

2,121,039 

556,656 

556,899 

20,400 

63,448 

10,701.768 
$18.717.254 


*  These  taxes  are  included  in  retail  price  of  liquor  paid  by  customers. 
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MONTANA  DEPARTMENT  OF  REVENUE 

COLLECTIONS  BY  TYPE  OF  REVENUE  -  CONTINUED 

Year  Ending  June  30,  1975 

(For  Information  Purposes) 


TOTAL 
REVENUES 


Liquor  Division 

Liquor  Sales  &  Excise  tax  $  42,690,998 

Sales  of  Documents  5,811 

Sales  of  Documents  -  ID  Cards  3,014 

Miscellaneous  Sales  Proceeds  114 

Beer  tax  2,121,039 

Liquor  Licenses  556,899 

Beer  Licenses  556,656 

Wine  Licenses  20,400 

Excess  New  License  Processing  fee  12,415 

Transfers  of  licenses  51,033 

Filing  fees  5,060 

$232.059,904 
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MONTANA  DEPARTMENT  OF  REVENUE 

COLLECTIONS  BY  TYPE  OF  REVENUE 

Year  Ending  June  30,  1975 

(For  Information  Purposes) 


EXHIBIT  G 


Income  and  Inheritance  Tax  Divisions 
Income  Taxes: 

Withholdings 

Other 

Gubernatorial  Campaign  Contributions 

Copy  fees 

Inheritance  taxes 

Corporation  Tax  Division 

Corporation  income  and  license  taxes 

Motor  Fuels  Tax  Division 
Gasoline  license  taxes 
LPG  taxes 
Diesel  fuel  taxes 
Trip  permits 
Other  permits 

Miscellaneous  Tax  Division 
Boat  -  Wildlife  licenses 
Camper  decal  fees 

Cement  and  Gypsum  taxes  and  licenses 
Cigarette  taxes 

Cigarette  wholesale  and  retail  licenses 
Coal  licenses  and  taxes 
Consumer  Counsel  taxes 
Contractor's  Gross  Receipt  taxes 
Electrical  Energy  Producers  tax 
Food  Distributors  licenses 
Freightline  Company  taxes 
Metal  Mines  license  taxes 

Micaceous  Minerals  Mines  license  and  taxes 
National  Housing  taxes 

Natural  Gas  Distributor's  license  and  taxes 
Net  proceeds  penalties 
Oil  Production  License  taxes 
Public  Contractor  License  taxes 
Resource  Indemnity  Trust  taxes 
Rural  Electric  &  Tel.  Licenses 
Private  Car  Line  License  tax 
Snovnnobile  license  tax 
Store  License  tax 
Telegraph  License  tax 
Telephone  License  tax 
Tobacco  Products  tax 


TOTAL 
REVENUES 


$  62,324,766 

26,274,601 

63,215 

225 

5,395,236 


22,078,581 


29,722,666 

44,562 

6,702,828 

398,940 

984 


3,566 

37,850 

153,773 

10,581,247 

24,535 

5,395,415 

139,602 

1,786,507 

946,504 

64,430 

402,583 

3,099,368 

10,123 

2,289 

406,359 

7,000 

6,179,984 

117,455 

2,050,037 

10,530 

55,241 

3,070 

243,092 

50 

1,060,939 

248.312 

$186,036,465 
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AGENCY  REPLY 


Note:   See  the  audit  firm's  response  on  page  92. 


DEPARTMENT  OF   REVENUE 

MITCHELL   BUILDING 
HELENA.   MONTANA   59601 


November  20,  1975 


Mr.  Morris  L.  Brusett 
Legislative  Auditor 
State  Capitol 
Helena,  Montana     59601 

Dear  Mr.   Brusett: 

Enclosed  is  the  Department  of  Revenue's  written  reply  to  the  audit  report  of  Newland, 
Horn  and  Taylor,  P.S.T.     As  requested,  our  position  on  each  recommendation  is 
presented.     With  very  few  exceptions  we  have  concurred  with  and  have  or  will  im- 
plement the  recommendations  presented  in  the  audit  report. 

We  are  appreciative  to  you,  the  Legislative  Audit  Committee,  and  particularly  to  the 
audit  firm  for  the  professional  and  competent  manner  in  which  the  audit  was 
conducted.     The  auditors  were  courteous  and  kept  the  interruptions  to  our  daily 
work  at  a  minimum. 


Very  truly  yours, 


W.  A.  GROFF 
Director 
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RECOyiMEM)ATI0N  NO.  1 

ME  RECDMMEM)  THAT  ALL  MAIL  EXCEPT  PERSCNAL  MAIL  BE  OPENED  BY  THE  MAIL  ROOM 
AND  IF  CASH  IS  INVOLVED  THAT  THE  miL  BE  DELIVERED  TO  THE  CASHIER. 

We  concur  and  have  irrplemented.  All  nail  except  personal  mail,  including 
registered  and  certified  mail,  is  opened  now  in  the  mail  room. 


REOOMMENDATIOSl  NO.  2 

WE  RECOMMEND  THAT  ALL  CHECKS  BE  DEPOSITED  AS  RECEIVED.   IF  THE  SOURCE  OF  THE 
CHECK  CANNOT  BE  DETERMINED,  PICTURES  OF  THE  CHECK  SHOULD  BE  CIRCULATED  BUT 
THE  ACTUAL  CHECK  SHOULD  BE  DEPOSITED.   THE  BOOKS  OF  ACCOUNT  WILL  RETAIN  THE 
AMDUNT  IN  UNCLEARED  ODLLBCTIO^S  WITH  A  SUBSIDIARY  RECORD  RECORDING  THE  NAME 
OF  THE  ISSUER,  THE  DATE  AND  THE  A^DUNT.   WHEN  THE  SOURCE  OF  THE  OIECK  IS 
FINALLY  DCTERMINED,  THE  AMOUNT  CAN  BE  CLEARED  FROM  THE  UNQJiARED  OOLLBCTICN 
AIVDUNT. 

We  concur  and  have  inpleniented.  All  checks  are  now  deposited  as  received 
with  seme  small  exceptions  due  mostly  to  workload  problems;  i.e. ,  where 
there  is  only  one  or  two  checks  for  a  deposit  it  will  not  get  made  that 
day  if  workload  was  unusually  heavy  that  day.  One  person  is  responsible 
for  resolving  unidentified  items  and  bad  checks  and  in  many  cases  it 
is  not  even  necessary  to  use  the  uncleared  collections  account. 


RECOMMENDATIOSI  No.  3 


WE  RECOMMEND  THAT  TIME  BETWEEN  RECEIPT  OF  CASH  AND  PREPARATIOsI  OF  THE 
TEMPORARY  RECEIPT  BY  CASHIER  BE  SHORTENED  AND  THAT  ACCOUNTING  MAKE  EVERY 
EFFORT  TO  PREPARE  OOLLBCTIOSI  REPORTS  ON  THE  SAME  CAY  AS  THE  TEMPORARY  RECEIPT 
IS  RECEIVED.   ONE  WAY  TO  SPEED  THE  TIME  FROM  RECEIPT  OF  CASH  TO  DEPOSIT,  IF 
THE  DELAY  IS  IN  THE  CASHIERS  OFFICE,  IS  NOT  TO  WATT  UNTIL  A  RECEIPT  PACE   IS 
FULL  BEFORE  COMPLETING  FOR  THE  NEXT  STEP  IN  THE  PROGRAM. 

We  concur  and  have  inplemented.  Checks  are  no  longer  held  to  fill  a 
page  of  the  tertporary  receipts  cotpletely,  unless  the  workload  is  such 
that  the  deposit  oould  not  be  processed  en  the  day  received  by  the 
Cashier's  Office.  One  time  v^en  workload  is  particularly  heavy  is  at 
month-end.  It  should  be  noted  that  most  of  the  exanples  of  deposit 
delays  cited  by  the  auditor  took  place  over  a  month-end.  We  will  continue 
to  explore  means  and  methods  of  irrproving  the  flow  of  deposits  to  the 
State  Treasurer.  It  may  be  that  a  change  in  sequence  of  document  pre- 
paration concerning  the  collection  reports  would  benefit  the  flow  to 
the  State  Treasurer. 


REOOMMENDATig^  NO.  4 

WE  REOCMMEND  THAT  ALL  RECORDS  NOT  CONNECTED  WITH  THE  CASHIERS  OFFICE  BE 
REMOVED  SO  TliAT  TliE  TRAFFIC  INTO  THE  SAFE  BE  KEPT  AT  A  MINLMUM  AND  THAT  THE 
FILING  CABINETS  HOLDING  VALUABLE  DOCUMENTS  AND  CASH  BE  LOCKED  AT  ALL  TIMES. 
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PayrtDll  records  have  been  kept  in  the  vault  because  of  a  need  to  safe- 
guard these  records  also.  The  svpplies  kept  in  the  vault  belong  only 
to  the  Cashier's  Office  and  is  accessed  only  by  Cashier  personnel  viho 
have  access  to  all  documents  and  checks  anyway.  During  the  day,  which 
is  the  only  tine  traffic  could  be  heavy  around  the  vault,  most  of  the 
valuable  documents  and  checks  are  removed  fron  the  vault  and  are  being 
processed  in  the  Cashier's  Office.  We  hope  to  have  payroll  records  on 
micro- fiche  in  the  near  future  and  at  that  thve   there  should  be  no 
storage  problem  with  payroll  records  and  they  will  not  then  be  stored 
in  ti\G   vault. 


RECOMMENDATION  NO.  5 

WE  RECOMMEND  THAT  ALL  MAIL  RECEIVED  SHOULD  BE  AFFIXED  WITH  A  DATE  RECEIVED 
STAMP  IN  THE  MAIL  ROOM. 

We  concur.  We  will  have  all  documents  dated  in  the  mailroom.  Some 
divisions  have  objected  to  their  mail  being  date-stanped.  We  will 
discuss  with  them  their  problems  with  such  date-stairping  and  develop 
alternate  procedures  v*iere  necessary. 


RECOMMENDATION  NO.  6 

WE  RECOMMEND  IVD  THINGS  IN  CONNECTION  WITH  THIS  SITUATION.   ONE  IS  THAT 
TEMPORARY  RECEIPTS  BE  ISSUED  UP  TO  THE  TIME  OF  THE  CUTOFF  DATE,  AND  TTO, 
THAT  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  BE  PROGRAMMED  TO  AUTO- 
MATICALLY ALLOCATE  COLLECTIONS  PER  COLLECTION  RECORDS  THUS  ELIMINATING 
THE  MAINTENANCE  BY  ACCOUNTING  OF  A  HAND  WRITTEN  CASH  RECEIPTS  JOURNAL  AND 
THE  DELAY  IN  MAKING  DEPOSITS  CAUSED  THEREBY. 

We  concur.  "Cutoffs"  have  always  been  sonewhat  of  a  prctolem.  SBAS  is 
tending  more  and  more  to  adopt  deadlines  more  attuned  to  agency  needs 
than  SBAS  needs.  The  problem  is  more  with  the  systati  than  with  the 
way  we  process  anything  in  the  Cashier's  Office  or  Accounting.  We  will 
continue  to  explore  ways  to  inprove  the  flow  of  cash  to  the  treasury 
and  facilitate  the  recording  of  transactions.  We  have  had  preliminary 
discussions  with  Department  of  Administration  officials  regarding 
automating  our  month-end  distribution  process. 


RECOMMENDATIOSl  NO.  7 

WE  RECOMMEND  THAT  THE  CASHIERS  PREPARE  TEMPORARY  RECEIPTS  ONLY  FOR  CASH 
RECEIVED  AND  THAT  ANY  OTHER  DOCUMENTS  AFFECTING  REVENUE  DISTRIBUTICNS  BE 
PREPARED  BY  ACCOUNTING  WIIH  COPIES  FOR  THE  CASHIER. 

We  do  not  concur  with  this  recomnendation.  The  temporary  receipts 
are  prepared  because  it  is  necessary  to  change  the  cashier's  number  on 
the  item  needing  correction.  Without  a  teitporary  receipt  under  the 
new  nunter  it  becones  difficult  to  trace  the  item  if  a  problem  should 
later  arise.  We  do  not  see  a  problem  with  the  present  method  of  handling 
corrections,  v\^ereas  to  irtplement  the  recommendation  does  create  a 
problem. 

We  do  plan  to  study  the  need  for  different  numbering  systems  presently 
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used  by  the  Cashier's  Office  and  their  procedures  in  general,  with  the 
objectives  of  inproving  cash  flow  to  the  State  Treasury  and  facilitating 
transaction  recording. 


FEOOMMENDM'ICt^  NO.  8 

WE  RECOMMEND  TPiAT  THE  MTSCELLANEOUS  TAX  DIVISION  EXAMINE  EACH  REVENUE  TYPE 
AND  THEN  MAKE  AN  EFEDRT  TO  DETERMINE  THE  AVAILABLE  SOURCES  FOR  LOCATING  NEW 
TAXPAYERS.   THAT  OONSIDERATION  BE  GIVEN  TO  EMPLOYING  ADDITIOMAL  FIELD  MEN 
TO  LOCATE  NEW  STRIP  MINERS,  OUT  OF  STATE  PRODUCERS  OF  CEMENT,  USE  OF  THE  OIL 
AND  GAS  COMMISSICN  TO  FIND  OIL  PRODUCERS.   WE  RECOMMEND  A  PURSUIT  OF  JJEW 
TAXPAYERS  BY  ALL  SUCH  MEANS  AS  ARE  AVAILABLE  THOUGH  NOT  SPECIFICALLY  SET 
PDRTH  HERE. 

We  concur  and  will  irrplement  this  reconrnendation.  One  audit  sipervisor 
and  two  auditors  were  hired  in  Septanber  of  1975  specifically  for  these 
purposes.  With  these  new  additional  resources  we  expect  to  make  major 
progress  in  both  taxpayer  identification  areas  and  in  obtaining  pro- 
fessional audits.  Funds  for  this  new  effort  were  not  available  until 
the  current  fiscal  year. 


RECOMMENDATION  NO.  9 

WE  RECOMMEND  THAT  EACH  LISTED  TAXPAYER  BE  REQUIRED  TO  FILE,  IaJHEIHER  HE  OWES 
A  TAX  OR  NOT,  IF  THE  LAW  SO  REQUIRES.   IF  NOT,  THEN  THE  FILE  SHOULJD  BE 
CLEARED  BY  OORRESPCNDENCE. 

Vfe  concur  and  will  irrplement  this  reconmendation.  The  hiring  of  addi- 
tional personnel  mentioned  in  response  to  reccsmendation  No.  8  should 
make  available  additional  man-hours  for  following  vp  on  all  non- filers. 


RECOMMENDATION  NO.  10 

WE  RECOMMEND  A  EASTER  FOLLOW-UP  ON  TAXPAYERS  NOT  FILING  REPORTS  WHICH  ARE 
PAST  DUE  AND  THAT  OOLLBCTICN  OF  PENALTIES  DUE  BE  FOLLOWED  THROUGH  MDRE 
QUICKLY.   TO  DO  THIS,  THESE  ACCOUNTS  SHOULD  BE  PLACED  IN  A  MDNTHLY  FOLLOW- 
UP  FILE. 

We  concur  and  will  irrplement  this  recomiendation.  As  stated  in  the 
response  to  Recommendation  No.  9,  the  new  personnel  hired  in  September 
will  permit  more  man-hours  to  be  devoted  to  follow-ip  actions  on  past-due 
accounts. 


REOOMMENDATIOSI  NO.  11 

WE  RECOMMEND  THAT  IN  REVENUE  TYPES  WARRANTING  SPECIAL  ATTENriON,  THAT  IS 
LARGE  TAXES  AND  NUMEROUS  TAXPAYERS,  THAT  SPECIAL  FIELD  MEN  BE  TRAINED 
AND  ASSIGNED  TO  THE  TASK  OF  AUDITING  THESE  RCTURNS. 
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We  concur  and  have  ccmnenced  implanentation  of  this  recommendation 
with  the  hiring  of  an  audit  supervisor  and  two  auditors  in  September, 
1975.  It  is  anticipated  that  their  efforts  will  be  concentrated  in 
those  revenue  types  warranting  special  attention. 


RECPMMENDATiasI  NO.  12 

WE  REOOMMEND  THAT  THE  SECTION  OF  THE  1%  CDNTRACIORS  WITHHOLDING  TAX  AS  IT 
PERTAINS  TO  SUBOONTRACTORS  BE  IMPLEMENTED  AI^^D  THAT  DETERMINATIONS  BE 
MADE  AS  TO  ADHERENCE  TO  THIS  LAW. 

Recommendation  No.  12  has  a  great  deal  of  merit  as  it  ^plies  to  assess- 
ment of  penalties.  The  auditors  found  no  evidence  that  prime  contractors 
are  not  withholding  the  1%  contractor's  gross  receipts  tax  frcm  their 
si±)Contractors  and  eventually  reporting  such  action  to  this  office. 
There  is  doubt  however  that  all  allocation  reports  are  filed  within 
the  required  thirty  day  period.  This  division  has  no  adversion  to 
assessing  penalties  since  we  do  so  on  a  daily  basis  in  other  tax  or 
license  areas.  The  problem  involved  with  the  1%  CGR  Tax  is  one  of 
determining  vjhen  a  penalty  should  be  assessed.  An  accurate  determination 
can  only  be  made  during  a  field  audit  of  the  prime  contractor.  Assessing 
penalties  frcm  information  on  the  Gross  Receipts  Withholding  Report 
woiiLd  result  in  only  the  conscientious  prime  contractors  paying  penalties. 
We  feel  that  such  a  result  is  undesirable  and  have  therefore  delayed 
action  in  this  area  until  we  can  schedule  audits  for  prime  contractors. 

RECOMMENDATION  NO.  13 

WE  RECOMMEND  THAT  THE  CASH  TRANSMITTAL  DOCUMENT  WITH  THE  STAMPED  RECEIPT 
DATE  BE  RETAINED  AND  ATTAaffiD  TO  THE  INVOICE  SO  THAT  TIME  LAPSE  CAN  BE 
ACCURATELY  ANALYZED  FOR  THE  PURPOSE  OF  DETERMINING  WHETHER  CREDIT  SHOULD 
BE  REVOKED.   IF  DESIRED,  THE  CASHIER'S  RECEIPT  COULD  BE  CUT  AND  ATTACHED 
TO  THE  ORIGINAL  INVOICE  AS  LONG  AS  THE  RECEIPT  TRANSMITTAL  IS  RETAINED. 

We  do  not  concur  with  this  recommendation  as  the  actions  recommended 
will  not  irtprove  ipon  the  procedures  currently  used  in  the  division. 
The  individual  posting  the  cigarette  tax  credit  purchase  payment 
makes  the  determination  as  to  whether  the  payment  is  timely  made.  Her 
determination  is  based  on  the  postmark  date  appearing  on  the  envelope 
containing  the  payment.  The  rule  used  is  that  v\^olesalers  within  a 
100  mile  radius  of  Helena,  including  Missoula,  must  mail  their  remittance 
on  the  twenty-ninth  day  and  all  others  must  mail  their  remittance  on 
the  twenty-eighth  day.   Many  remittances  are  received  in  this  office 
without  any  accompanying  document  and  therefore  do  not  have  a  receiving 
date  put  on  by  the  mailroom.  Also  a  receiving  date  of  a  Monday  has  no 
significance  vrfien  the  thirtieth  day  falls  on  a  Saturday  or  Sunday.  We 
do  not  feel  that  this  recormiendation  has  any  validity  for  the  Miscell- 
aneous Tax  Division. 
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REOOMMEM)ATION  NO.  14 

WE  RECDMMEM)  THAT  THE  ACCDUNTS  RECEIVABLE  SYSTEM  AND  THE  SYSTEM  FDR  DEPOSITS 
BE  COMPUTERIZED  IN  THE  STATEWIDE  ACCOUNTING  SYSTEM. 

We  cxDncur  and  will  implement  this  recomiendation.  A  program  was 
instituted  over  a  year  ago  to  acccnplish  this  recxarinendation.  The 
Department  of  Revenue  has  had  to  set  \jp   a  priority  system  in  converting 
the  various  divisions  from  manual  systems  to  the  autonatic  data  processing 
systems.  This  recomiendation  is  scheduled  to  be  irrplemented  approximately 
July  1,  1976. 

RECOMMENDATICN  NO.  15 

WE  RECOMMEND  THAT  A  PROOF  SHEET  BE  PREPARED  FDR  EACH  ESTATE,  RECONCILING 
THE  FEDERAL  FDRM  WITH  THE  STATE  FDRM  AND  THAT  THE  INCOME  TAX  DIVISION  BE 
INFORMED  OF  THOSE  TAXPAYERS  ELECTING  ID  DEDUCT  CERTAIN  EXPENSES,  FDR  FEDERAL 
TAX  PURPOSES  AS  AN  INCOME  TAX  DEDUCTION  BUT  TAKING  THESE  DEDUCTIONS  AS  AN 
ESTATE  TAX  DEDUCTION  ON  THE  STATE  RETUI^. 

There  is  seme  question  as   to  whether  or  not  under  the  State  laws 
applicable  to  Incotie  Taxes  and  Inheritance  taxes  certain  expenses  can 
be  deducted  under  both  taxes.  If  such  expenses  are  deductible  in 
oonputing  both  taxes  then  the  recommendation  is  not  valid.  Just 
because  such  e>53enses  are  not  allowed  in  both  cases  under  Federal  laws 
does  not  mean  that  the  legislature  may  not  have  intended  them  to  be 
deductible  under  both  Income  Tax  and  Inheritance  tax  laws.  We  will 
obtain  legal  clarification  on  this. 

We  will  use  a  proof  sheet  in  reconciling  the  Montana  estate  value  and 
deductions  with  those  on  the  Federal  return  as  part  of  the  Inheritance 
tax  audit  program. 

RECOMMENDATION  NO.  16 

WE  RECOMMEND  THAT  THE  DIVISION  OBTAIN  A  LIST  OF  ALL  DEATHS  IN  TOE  STATE 
FROM  THE  ^aS[TANA  DEPARTMENT  OF  HEALTH,  OR,  USE  THE  INFDRM?\TION  PRESENTLY 
BEING  RECEIVED,  IN  CONJUNCTION  WITH  THE  RECORDS  OF  THE  INCOME  TAX  DIVISION 
TO  PREPARE  A  LIST  OF  POTENTIAL  ESTATES  TO  CHECK  AGAINST  RETUMS  ACTUALLY 
FILED. 

We  do  not  concur  with  this  recontnendation .  There  are  two  basic 
prcblens  which  would  be  encountered  in  ccnplying  with  this  recommenda- 
tion. The  first  is  the  positive  identification  of  a  decedent. 
Information  available  from  the  Inaarve  Tax  Division  can  give  a  Social 
Security  number,  but  lists  available  from  the  Board  of  Health  do  not. 

The  second  problem  is  that  only  those  estates  vi^erein  the  decedent 
died  possessed  with  property  need  be  probated  or  have  the  Inheritance 
Tax  determined.   If  a  decedent  dies  owning  real  property,  stocks  or 
bonds  and  any  other  assets,  a  consent  to  transfer  is  required  before 
the  prcperty  can  vest  in  the  name  of  the  beneficiary.   If  real  property 
is  transferred  within  three  years  of  death,  a  cloud  exists  on  the  title 
to  any  real  prcperty.  Again,  an  inheritance  tax  determination  must  be 
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made  before  this  cloud  may  be  removed.  Consequently,  even  though  the 
reoomnendation  has  merit,  the  expenses  in  cxnp lying  fully  with  the 
recanmendation  would  not  be  justified  because  of  the  results.  We  will, 
however,  take  a  sanpling  from  tlie  death  lists  available  to  determine 
what  percentage  have  actually  filed. 


RECDMMEN[mTION  NO.  17 

WE  BELIEVE  IN  THE  WAIVING  OF  PENALTIES  FOR  A  JUST  CAUSE  AND  CERTAINLY  IN 
THE  TAX  AREA  TOERE  MUST  BE  A  COMPASSIONATE  ATTITUDE  TO^-JARDS  TAXPAYERS.   WE 
DO,  HOWEVER,  RECOMMEND  A  FULL  DOCUT^ENTATION  OF  ALL  PENALTIES  WAIVED,  SETTING 
PORn-1  THE  FACTS  RELATING  TO  THE  CASE  AND  THE  BASIS  OF  THE  WAIVER.   THIS 
DOCUMENT  SHOULD  BE  SIOSIED  BY  THE  ADMINISTRATOR  OR  HIS  ASSISTANT. 

We  concur  with  the  recoimendation  and  will  initiate  documentation  pro- 
cedures concerning  waivers.  At  the  present  time  the  si:pervisor  of  the 
collection  section  has  been  given  authority  to  waive  penalties  of  a 
routine  nature  by  the  administrator.  All  other  requests  for  waiver 
are  reviewed  by  the  administrator  and  the  decision  made  at  that  time 
but  not  docunvented. 


RECOMMENDATION  NO.  18 

WE  RECOMMEND  THAT  THE  ASSESSMENT  OF  PENALTIES  AND  INTEREST  BE  COMPLICATED 
TO  ALL  TAXPAYERS  REGARDLESS  OF  WHimffiR  HE  HAS  A  CREDIT  BALANCE  OR  NOT,  SO 
THAT  A  TAXPAYER  WITH  A  CREDIT  BALANCE  WILL  HAVE  THE  SAME  OPPORTUNITY  TO 
PROTEST  AS  ANY  OTHER  TAXPAYER. 

We  concur  basically  with  this  reocmnendation.  Those  taxpayers  assessed 
penalty  having  a  credit  are  sent  a  statement  shewing  the  charges,  the 
reduction  of  the  credit  and  amount  of  credit  remaining. 

Those  taxpayers  showing  the  penalty  on  their  return  and  have  at  that 
time  reduced  their  credit  of  that  amount  will  not  be  notified,  since 
the  penalty  was  self- assessed,  it  is  assumed  they  knew  v\^at  they  were 
doing. 


RECOMMENDATION  NO.  19 

WE  RECOMMEND  THAT  TAXPAYERS  BE  NOTIFIED  OF  ERRORS  ON  THEIR  REPORTS,  WHETHER 
OR  NOT  THEY  HAVE  CREDITS  ON  THE  BOOKS, 

We  do  not  concur  because  of  additional  costs  involved,  and  as  of  now 
it  has  not  been  a  serious  problan. 

Taj^ayers  having  credit  are  not  notified  of  errors.  Other  taxpayers 
are  sent  a  statement  of  amount  due  and,  if  requested,  a  copy  of  the 
returns  showing  the  corrections. 


-80- 


REXTOMMENDATION  NO.  20 

WE  REODMNEND  THAT  A  MDRE  ACCEPTABLE  SYSTEM  OF  HANDLING  PURCHASES  BE  INSTALLED. 
WE  RECOMMEND  A  SYSTEM  THAT  WOULD  REQUIRE  THE  CLAIMS  PACKAO:  TO  INCLUDE  THE 
TRANSFER  WARRANT,  AN  USTVDICE,  THE  PURCHASE  ORDER  IF  REQUIRED,  AND  A  REQUISITION, 
WE  FURTHER  RECOMMEND  A  STAMP  TO  BE  IMPRINTED  ON  THE  IN\DICE  ON  WHICH  BY 
INITIALS  THE  FOLLOWING  WILL  BE  WARRANTED: 

RECEIPT  OF  ITEMS 

PRICE,  EXTENSICN,  ADDITION 

CODING 

BUDGET 

APPROVAL 

We  do  not  concur  with  this  recommendation.  We  feel  internal  controls 
are  ac3equate  unc3er  our  present  system  of  handling  purchases  and  that 
our  present  system  of  invoice  payment  provides  sufficient  audit  trail. 

We  do  not  dispute  the  audit  facts  presented  sucIt  that  in  many  instances 
a  claims  package  wDuld  consist  only  of  a  transfer-warrant  claim  and 
an  invoice  without  any  indication  of  approval.  Such  would  be  the  case 
with  utility  payments,  lease  payments  and  janitorial  payments.  Lease 
payments  and  janitorial  payments  are  a  set  amount  each  month  and  payments 
are  based  on  signed  contracts.  Utility  payments  are  paid  without  signa- 
ture approval  as  we  are  aware  of  store  locations  and  utility  rates  and 
feel  the  added  time  involved  in  obtaining  Liquor  Division  approval  does 
not  warrant  the  time  delay  in  payment  of  the  invoices. 

In  consideration  of  the  recormendation  that  the  claims  package  include 
a  purchase  order  and  requisition,  if  required,  we  currently  maintain  a 
paid  and  urpaid  purchase  order  file  in  the  Accounting  Bureau  and  a  file 
of  requisitions  in  the  Sipplies  Section  of  the  Operations  Division. 
Every  transfer-warrant  claim  required  by  the  Department  of  Administration 
to  be  backed  ip  by  a  purchase  order  contains  a  reference  to  the  purchase 
order  nur±»er  and  the  purchase  order  is  referenced  to  the  requisition. 
As  many  purchase  orders  are  paid  through  issuance  of  more  than  one 
claim,  it  is  not  feasible  to  attach  the  purchase  order  to  any  one  claim. 
Making  copies  of  the  purchase  orders  we  feel  is  merely  created  paper 
work,  as  the  original  purchase  order  is  readily  accessible. 

Concerning  initials  to  show  receipt  of  merchandise,  proper  processing 
and  budget  approval,  all  invoices  other  than  those  mentioned  above  are 
required  to  have  initials  of  the  Division  head  or  his  designee.  Those 
initials  assure  the  Accounting  Bureau  that  the  item  has  been  received 
and  that  budgeted  funds  are  available.  The  workload  is  split  in  the 
Accounting  Bureau  such  that  based  on  the  program  the  invoice  in  most 
instances  can  be  traced  to  the  person  who  ccmpleted  the  mathertHtical 
ccnputations  and  the  coding.  Each  conpleted  claim  is  signed  by  the 
Administrator  or  the  Assistant  Administrator  of  the  Audit  and  Accounting 
Division. 
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RECOMMENDATION  NO.  21 

WE  RECOMMEND  THAT  ALL  JOUI^^NAI.  ENTRIES  BE  SIOJED  AND  THAT  THE  INITIAIS  OF 
THE  PERSON  PREPARING  THE  ENTRY  BE  PLACED  ON  THE  FDRM.   WE  FURTHER  RECOMMEND 
THAT  ALL  EXPLANATION  BE  MADE  ON  THE  DOCUMENT  SO  FULLY  THAT  PERSONS  OTHER 
THAN  THOSE  AOQUAIOTED  WITH  THE  TRANSACTICN  WILL,  FROM  THE  EXPLANATION, 
UNDERSTAND  IT. 

We  concur  and  have  inplemented  this  recotimendation- 


REOOMMENDATION  NO.  22 

WE  RECOMMEND  THAT  VACATION  TIME  AND  SICK  PAY  RECORDS,  INSTEAD  OF  BEING  DONE 
MANUALLY ,  BE  CONVERTED  TO   MAINTENANCE  BY  THE  GOMPUIER  AND  THAT  FPiM  TIME 
TO  TIME  EMPLOYEES  BE  PROVIDED  OTTH  A  STATEMENT  OF  THE  STATUS  REGARDING  THEIR 
VACATION  AND  SICK  PAY. 

We  concur  and  will  work  with  the  State's  Central  Payroll  Division  to 
acootplish  corputerization  of  vacation  time  and  sick  pay  records. 


REOOMMENDATIOSl  NO.  23 

WE  RECOMMEND  THAT  IMPLEMENTATION  OF  THE  LONGEVITY  RECORDS  IMMEDIATELY. 

We  concur  and  will  work  with  the  State's  Central  Payroll  Division  in 
develcping  a  ccjrputerized  system  to  determine  dates  of  longevity  in- 
crements and  automatically  add  longevity  increments  to  payroll  v*ien  due. 


REODMf^ENDATig]  NO.  24 

EAai  NDNTH  A  MASTER  LIST  OF  Ef/PLOYEES  IS  FURNISHED  BY  THE  STATE  WIDE  ACCOUNTING 
SYSTEM.   THE  SYSTEM  IS  NOT  BEING  KEPT  UP  TO  DATE  AS  THE  SYSTEM  IS  NOT 
ADVISED  OF  CHANGES.   WE  RECOMMEND  THAT  THE  MASTER  LIST  BE  CORRECTED  TO 
DATE  AND  THEN  MAINTAINED  CORRECTLY  FOR  EACH  MISITEI'S  REPORT. 

Each  bi-weekly  pay  period  the  master  payroll  file  must  be  accurate  to 
assure  proper  payment  of  the  payroll.  The  master  payroll  file  does 
contain  many  enployees  who  have  terminated  or  are  currently  inactive 
but  this  is  by  design  and  not  a  result  of  a  failure  to  advise  Central 
Payroll  of  the  changes.  There  are  some  corrections  that  need  to  be 
made  in  the  master  file,  however  these  are  not  carucial  to  obtaining  a 
correct  payroll  and  will  be  taken  care  of  as  soon  as  possible. 

RECOMMENDATION  NO.  25 

WE  RECOMMEND  THAT  THE  INVENTORY  OF  EQUIPMENT  BEGUN  IN  JUNE,  1975,  BE  SPEEDILY 
CONCLUDED  BY  PLACING  NUMBERS  ON  EACH  ITEM  OF  EQUIPMENT  AND  THAT  A  COMPUTERIZED 
PLANT  LEDGER  BE  INSTALLED  TO  RECORD  BEGINNING  ITEIXB  AND  VALUES  AND  TO  PROVIDE 
FOR  ADDITIONS  TO  THE  EQUIPMENT  INVENTORY  AND  DISPOSALS  OF  ANY  ITEM.   WE 
njRTHER  RECOMMEND  THAT  THE  COMPUTERIZED  SYSTEM  PROVIDE  FOR  THE  DETERMINATION 
OF  ANNUAL  DEPRECIATION  EXPENSES.   FURTHER,  THAT  EACH  DIVISION  OR  BUREAU 
WITHIN  ANY  DIVISION,  LIQUOR  WAREHOUSE  AND  THE  LIQUOR  STORES  BE  INSTRUCTED 
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FULLY  AS  TO  INPORMOTiaJ  THAT  TIIEY  MUST  PFOVIDE  FOR  ACQUIS ITI CMS  OR  DISPOSALS 
AND  THAT  A  MINIMJM  BE  ESTABLISHED  FOR  GCWSIDERATION  AS  AN  BQUIP?4ENT  ITEM. 

We  concur  with  this  recomendation  except  for  the  statonent  recamending 
annual  depreciation  on  equipnent.  This  is  not  a  generally  accepted 
accounting  practice  for  governmental  units  and  we  do  not  feel,  except 
in  the  Liquor  Division,  that  the  determination  of  depreciation  expense 
is  of  value.  On  the  other  hand,  determination  of  depreciation  expense 
would  result  in  (1)  changes  in  the  budget  process,  (2)  changes  to  the 
Statewide  Accounting  System,  and  (3)  more  development  costs  in  the  ccmputer- 
ized  fixed  asset  system. 

REODMMENDATION  NO.  26 

WE  RECDMMEM)  THE  IMPLEMENTATICN  OF  A  SYSTEM  FOR  ACCOUNTS  RECEIVABLE  INDIVIDUAL 
ACCOUNTS  IN  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM,  WITH  THE  END 
PRODUCT  TO  BE  A  STATEMENT  TO  TEffi  TAXPAYER  OR  ANY  OTHER  PERSON,  AND  STATEMENTS 
BY  DIVISION  INVOLVED  REFLECTING  THE  BALANCE  OWING  AT  BEGINNING,  TOE  CHARCES 
AND  CREDIT,  ENDING  BALANCE  AND  AGING  OF  THE  ACCOUNTS  INTO  30,  60,  90  DAYS 
OR  MORE. 

WE  FURTHER  REOOMyiEND  THE  ADDITIOI  OF  AN  ACCOUNTS  RECEIVABLE  FOR  TAXES  IN 
THE  CHART  OF  ACCOUIHS. 

Three  areas  of  accounts  receivable  operate  within  the  confines  of  SBAS: 

1)  Advances  to  arployees 

2)  Bad  debts  transferred  from  other  agencies 

3)  Freight  claims  receivable  -  Liquor  Division 

The  remainder  of  the  Department's  receivables  are  journal  entried  on 
at  year-end  only,  at  the  present  time.   Individual  accounts  arc  not  on 
SBAS  regarding  Bad  Debts  but  only  a  subsidiary  account  for  each  agency 
that  turns  debts  over  to  the  Department.  None  of  the  above  areas  include 
any  collection  effort  such  as  a  statement  to  a  taxpayer  because  SBAS 
does  not  at  this  time  provide  for  this.  Likewise,  for  reports  by  division 
and  by  aged  amounts. 

We  concur  with  the  reconinendation  though  it  is  properly  addressed  to 
the  Department  of  Administration.   If  SBAS  would  have  or  could  have 
si:pplied  sore  kind  of  input  to  a  collection  program,  all  accounts 
receivable  would  have  been  put  on  SBAS  rather  than  on  our  own  special- 
designed  A/R  programs. 

The  concern  would  be  to  get  good  timely  information  and  billings  frcm 
SBAS.  At  the  present  time  we  plan  to  continiae  to  develop  our  cwn 
billing  systems  in  the  inccme  tax  area  because  of  the  notice  requiranents 
of  inccme  tax  laws.  We  will  irtplement  on  SBAS  all  other  areas  of 
receivables  where  billings  are  not  anticipated. 
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RECOMMENDATION  NO.    27 

wil  recommend  Timr  m  taking  the  warehouse  inventory,  that  in  a  reqieck  of 

ANY  DIFFERENCES  DCTWEEN  TIIE  DATA  PROCESSING  COUNT  AND  THE  PHYSICAL  COUNl', 
TliAT  THE  REaiECK  BE  MADE  BY  A  TEAM  OTHER  THAN  THE  ONE  FIRST  TAKING  THE 
INVEfTODRY  AND  THAT  THE  TE7\M  MAKING  THE  REOIECK  NOT  BE  INFORMED  OF  THE  COUNTS 
BY  EITIER  THE  TEAM  OR  THE  DATA  PROCESSING  PRlWPOLri". 

Wo  concur,  and  will  draft  instructions  for  taking  the  warehouse  inventory 
incorporating  the  reccmmendation . 

RECOMMENDATICN  no.  28 

WE  RRXMMEND  the  broken  and  short  bottles  BE  PICKED  UP  REGULARLY  AT  ALL 
STORES. 

We  concur,  and  have  drafted  procedures  v^ereby  when  broken  or  defective 
bottles  accumulate  the  store  vendor  may,  tpon  approval,  ship  them  to 
the  warehouse.  These  procedures  will  be  included  in  our  liquor  store 
operating  manual. 


RECOMMENDATION  NO.  29 

WE  RECOMMEND  THAT  NO  MERCHANDISE  BE  PERMITTED  TO  LEAVE  A  STORE  FOR  ANY 
REASCW  PRIOR  TO  PAYMENT  FOR  THE  MERQIANDISE. 

We  concur.  This  has  been  our  policy.  We  will  take  sufficient  steps 
to  enhance  enforcement  of  the  policy. 


RECOMMENDATION  NO.  30 

WE  RECOMMEND  THAT  ALL  STORES  BE  IMPRESSED  WITH  THE  NECESSITY  TO  HAVE  INVEN- 
TORY ITE]^,  CASES  AND  BOXES,  PROPERLY  LABELED  AND  BACK  ROOM  STORAGE  AREAS 
NEATLY  ARRANGED  FOR  INVENTORY  TAKING.   THIS  ALONE  WILL  MAKE  INVENTORYING 
EASIER  AND  MORE  ACCURATE.   THIS  RECOMMENDATION  IS  TdADE  FOR  THE  STORES  WHERE 
THESE  THINGS  ARE  LACKING  ALTHOUOI  MANY  STORES  QUALIFY  EXCELLENTLY  FOR 
NEATNESS  AND  PROPER  LABELING  AND  ARRANGEMENT  OF  MERCHANDISE. 

We  concur.  This  will  be  stressed  in  our  store  aperating  mani:ial  and 
auditors  will  conment  upon  deviations. 


RECOMMENDATION  NO.  31 

WE  RECOMMEND  THAT  CHECKS  BE  MADE  OF  ALL  ALARM  SYSTEMS  TO  INSURE  THAT  THE 
SYSTEiyB  ARE  OPERATING. 

We  concur.  zAppropriate  procedures  for  assuring  alarm  systems  are 
operating  will  be  included  in  our  store  operating  manual. 
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REXX)MMENDATIOn  no.  32 

WE  RECOMMEND  THAT  EEPOSITS  FRDM  THE  PREVIOUS  DAY,  WHEN  THE  FDUXIWING  DAYS 
ARE  NOT  SATURDAY  AND  SUNDAY,  BE  DEPOSITED  EARLY  THE  FDLLCWING  DAY  AND  NOT 
HELD  ALL  DAY  IN  THE  STORE.   FRIDAY'S  RECEIPTS  SHOULD  BE  DEPOSITED  EARI.Y 
NDNDAY  MDRNING. 

WE  FURTHER  RECOMMEND  IN  THIS  CCWNECTION  THAT  CHANGE  FUNDS  PROVIDED  FOR  THAT 
PURPOSE  BE  USED  AND  THAT  PRIOR  DAYS  RECEIPTS  NOT  BE  USED  FOR  CHANGE  PUR- 
POSES.  IF  CHANCT:  funds  are  not  SUFFICIENTLY  LARGE  THEN  ADDITIONAL  QIANGE 
FUNDS  SHOULD  BE  PROVIDED. 

We  concur.  Proper  cash  handling  and  depositing  procedures  will  be  in- 
cluded in  our  store  operating  inanual.  Deviations  frctn  such  procedures 
will  be  reported  by  auditors. 


REOOMMENDATICN  NO.  33 

THE  PRESENT  ^DNTANA  LABEL  IS  NOT  SERVING  ITS  PURPOSE.   IF  IT  IS  Sl'UCK  TO 
THE  BOTTLE  IT  FALLS  OFF  OR  IS  EASILY  REMDVED.   IF  IT  IS  PLACED  ON  THE  CORK 
TO  THE  BOTTLE  IT  IS  NO  LONGER  OF  USE  IN  ^DST  BARS  USING  POURERS.   WE  RECOMMEND 
THEREFORE  THAT  A  STUDY  BE  MADE  OF  A  BETTER  METHOD  FOR  LABELING  BOTTLES  OR 
THAT  CONSIDERATION  BE  GIVEN  TO  THE  MATTER  OF  WHETHER  LABELS  ARE  ACTUALLY 
NEEDED  AT  ALL. 

We  concur.  A  study  conducted  during  Septentoer  and  October  resulted  in 
our  change  to  a  permanent  type  label.  The  new  labels  have  been  ordered 
and  should  be  in  lise  by  January  1,  1976.  Our  store  operating  manual 
will  include  procedures  for  adequately  applying  labels. 

RECQMMENDATiaSI  NO.  34 

WE  RECOMMEND  THAT  THE  AUDIT  BE  EXPANDED  TO  INCLUE3E  A  CHECK  OF  CASH  REGISTER 
TAPES  TO  ALL  REPORTS  FOR  A  PERIOD  OF  ONE  MDNTH.   IF  THE  AUDIT  IS  MAEF-  FUR 
THE  NCNTH-END  THEN  THE  PERIOD  WOULD  BE  FOR  THE  MDNTH.   OTHEFWISE  THE  MDNTH 
VDULD  END  ON  THE  AUDIT  DATE  AND  BEGIN  ON  THE  DAY  FOLLOWING  THE  AUDIT  DATE 
IN  THE  PRIOR  MDNTH. 

We  concur.  Our  store  operating  manual  will  include  procedures  to 
facilitate  such  a  cotparison.  A  new  audit  program  will  be  drawn  vp 
to  include  such  a  oonparison  as  part  of  the  audit. 


RECOMMENDATICM  NO.  35 

WE  RECOMMEND  THAT  THE  PRDGRM  SHOULD  BE  EXPMOED  TO  INCLUDE  A  LIST  01'  EMPLOYEES 
IN  THE  STORE  CK  IHE  AUDIT  DATE,  AND  THAT  THE  AUDIT  PROGRAM  SIDULD  PROVIDE 
FOR  ANY  "OTHER  COMMENTS"  THAT  THE  AUDITOR  BELIEVES  WOUT.D  BE  OF  VAt-Ull. 

We  concur.  A  new  audit  program  for  liquor  stores  will  be  drafted  to 
include  the  above  reconmended  procedures. 
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RECDMMENDAriON  NO.  36 

TIE  AUDITOR  SHOULD  ANSWER  ALL  QUESTIOMS  LISTED  ON  THE  ADI  FORM.   FDRM  ADI 
SHOULD  LIST  ALL  ITENB  SET  FORTH  IN  THE  AUDIT  PROGRAM.   THE  AUDITOR'S 
WDRKING  P/PERS  SHOULD  INCLUDE  A  LIST  OF  PRICES  CHECKED,  AND  THE  REPORTS 
SHOULD  ALL  BE  IN  A  PRE-DETTERMINED  ORDER  AND  INCLUDE  A  DETERMINATION. 

fc  concur.  The  new  audit  program  will  include  such  procedures  or 
an  equivalent  substitute. 


RECOMMENDATICK  NO.  37 

WE  RECOMMEM)  THAT  VENDORS  BE  INFORMED  OF  THE  RESULTS  OF  THE  AUDIT. 

We  concur.  A  format  for  reporting  results  of  audits  to  the  vendors 
will  be  adopted. 


RECOMMENDATION  NO.  38 

WE  RECOMMEND  THE  PREPARATION  OF  AN  AUDIT  SCHEDULE  TO  THE  END  THAT  EACH 
STORE  IS  AUDITED  AT  LEAST  OSICE  EACH  FISCAL  YEAR. 

We  concur.  Our  efforts  to  date  have  been  in  getting  a  store  operating 
manual  v^ich  will  s\:pply  seme  standards  for  evaluating  the  management 
of  liquor  stores.  When  this  is  acconplished  a  new  audit  program  will 
be  designed  and  audits  scheduled  so  that  each  store  will  be  audited 
at  least  once  each  fiscal  year. 


RECOMMENDATION  NO.  39 

AS  WE  HAVE  INDICATED  ABOVE  WE  BELIEVE  THAT  THE  INTERNAL  AUDIT  BUREAU  CAN 
BE  OF  GREAT  IMPORTANCE  IN  SAFE  GUARDING  OF  THE  REVENUE  OF  THE  DEPARTMENT. 
TO  DO  SO  MDRE  EFFECTIVELY  WE  RECOMMEND  THAT  THE  BUREAU  SELECT  A  NUMBER  OF 
FUNCTIONS  TO  CARRY  OUT  EAQI  YEAR.   FOR  INSTANCE  A  GREAT  I3EAL  COULD  BE 
ACCOMPLISHED  IN  THE  It^ERNAL  CONTROL  AREA  TO  DETERMINE  IF  THE  INTEFNAL  OONTRDL 
GUIDE  LINES  ARE  BEING  ADHERED  TO.   OTHER  AREAS  WOULD  BE  IN  CONNECTION  WITH 
COMPLIANCE,  A  STUDY  FOR  IMPROVING  THE  ACCOUNTING  SYSTEM  TO  BETTER  SERVE 
THE  DEPARTMENT  AND  AUDIT  OF  SUBSIDIARY  LEDGERS  AND  CCNTROL  AM3UNTS,  USE- 
FULNESS OF  REPORTS,  AND  OF  COURSE  MANY  OTHER  AREAS. 

We  concur  and  will  schedule  a  number  of  functions  for  internal  audit 
to  carry  out  each  year. 

REODMMENDATICM  NO.  40 

WE  RECOMMEND  THAT  THE  PROCESSING  OF  CHECKS  AND  DOCUMENTS  BE  BRDUOIT  UP  SO 
THAT  MAIL  RECEIVED  O^  DAY  WILL  BE  PROCESSED  AND  THE  DEPOSIT  MADE  THE 
PDLLCMING  DAY. 
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We  ccncur  and  have  inplertiented  this  recanrendation.  All  amounts 
received  by  the  cashier  are  d^X)sited  by  the  following  day,  except 
vrfien  the  workload  doesn't  allow  it.  This  was  discussed  somewhat 
in  the  first  seven  reccjnnendations . 


REOCM^EyDDATiaJ  NO.  41 

WE  FEOClM^END  THAT  THE  INTEFNAL  AUDIT  BUKEAU  MAKE  A  FINDING,  AS  TO  THE  BOITtiE- 
NECK  IN  THE  PAYMENT  OF  CREDITORS,  AND  EARLY  TASK  AND  THAT  THEIR  FINDINGS 
BE  USED  FOR  NDDIFICATIONS  OF  PROCEDURES  TO  ACCOMPLISH  THE  NEEDED  LMPRDVEMENT 
IN  PAYING  INVOICES. 

We  do  not  concur  with  this  reocnmendation.  Excluding  the  invoice  in 
the  sairple  that  took  six  months  to  pay,  v^ich  apparently  was  an  unusual 
prc±)lem,  the  average  elapsed  tinne  for  itaking  payment  was  31  days, 
including  weekends.  Generally,  30  days  is  allowed  by  vendors  in  which 
to  make  payment  and  to  add  personnel  to  make  payment  in  less  time  is 
costly  frcm  two  viewpoints — salary  cost  and  loss  of  the  State's  in- 
vested dollar. 


REOOMI^INEftTia^  NO.  42 

WE  RECOMMEND  THAT  THE  INSURANCE  OOVERACE  ON  THE  WAREHOUSE  INVENTORY  BE 
INCREASED  TO  COVER  THE  MAXIMUM  INVENTORY  EXPECTED  TO  BE  IN  THE  W/^REHOUSE 
AT  ANY  TIME,  AS  THE  $2,200,000.00  COVERAGE  IS  NOT  SUFFICIENT. 

Although  we  are  not  convinced  that  the  $2.2  million  coverage  for 
warehouse  inventory  is  insufficient  coverage,  the  insacinmendation  will 
be  concurred  with  through  our  ctotaining  a  "reporting"  type  policy 
at  fiscal  year^end. 

RECOMMENDATICM  NO.  43 

WE  REO^^MEND  IHAT  NO  REFWDS  BE  PROCESSED  UNTIL  AFTER  THE  EARLY  PART  OF 
THE  NDNTH  AFTER  ODLLECTIONS  BEGIN  TO  OOME  IN  AND  ARE  DEPOSITED.  ANOTHER 
SOLUTION  WOULD  BE  TO  PROVIDE  A  CUSHIOSI  IN  THE  "UNCLEARED  CDLLBCTION  ACCOUNT" 
BY  NOT  DISTRIBUTING  ALL  FUNDS  AT  MDNTH  END. 

We  do  not  concur  with  this  reocnmendation.  Since  the  deficiency  in 
the  cash  accounts  was  caused  by  our  distributing  all  cash  just  pre- 
viously to  receiving  a  large  claim  for  refunds,  it  could  be  considered 
unreasonable  to  delay  refunds  to  taxpayers  until  sufficient  additional 
funds  are  received.  Providing  a  "cushiori'  in  the  account  by  not  dis- 
tributing all  revenues  creates  several  problems;  1)  it  will  distort 
revenues  as  such  taxes  received  are  not  considered  revenues  until 
distributed  frcm  oior  clearing  accounts  and  our  policy  is  to  distribute 
all  possible  revenues  at  the  end  of  each  month,  and  2)  such  a  "cushion" 
defies  definition,  in  that  we  would  never  knew  hew  much  "cushion"  was 
needed  at  the  end  of  each  month  and  many  times  none  is  necessary.  We 
believe  it  more  preper  to  continue  to  distribute  all  the  revenues  we 
possibly  can,  and  if  the  cash  account  becomes  inadequate  for  a  refund 
claim  at  any  time,  process  a  journal  voucher  to  replenish  the  cash 
account  via  a  "reverse  distribution"  taking  the  cash  back  from  the 
funds  bo  which  it  had  been  distributed.  This  would  accomplish  both 
making  all  refunds  without  unreasonable  delays  and  recording  of  revenues 
and  refunds  in  the  proper  months. 
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RECOt^MENDATlOSl  NO.  44 

WE  RE(X)I"^iMD  THAT  ALL  OCKTRDL  ACOOUOTS  AND  SIBSIDIAPY  LEDGERS  BE  BALANCED 
MDNTJE.Y  AND  THAT  CNE  INDIVIDUAL  BE  IVPlDE  RESPCNSIBLE  FOR  THE  OVERALL 
PERFORMANCE  IN  THIS  AREA,  WITH  DELEGATION  TO  OTHER  INDIVIDUALS  FDR  THE 
BALANCING  OF  CERTAIN  AND  DEFINED  ACCOUNTS. 

We  concur  and  will  irrpleraent  this  reconmendation.  The  Accounting 
Bureau  Chief  will  be  made  responsible  for  assuring  that  oontrol 
accounts  and  subsidiary  records  are  in  balance. 


RECOMMENDATION  NO.  45 

WE  RECCMMEND  THAT  AT  IHE  CLOSE  OF  A  FISCAL  YEAR,  COST  OF  SALES  BE  DETERMINED 
BY  USING  PURCHASES  FOR  THE  FULL  YEAR  ADDED  TO  BEGINNING  INVENTORY  PND   LESS 
ENDING  INVENTORY  ADJUSTED  FOR  PURCHASES  AFTER  INVENTORY  DATE  AND  INCLUDED 
IN  ACCOUNTS  PAYABLE. 

We  concur  and  will  irtp lenient.  We  have  in  the  past  presented  both  SBAS 
information  and  conventional  financial  statements  though  the  corputation 
of  cost  of  sales  in  the  statement  is  unconventional.  In  SBAS  the  Liquor 
Division  is  accounted  for  in  five  separate  accounting  entities.  Since 
it  is  an  enterprise  operation  of  sate  iiiportanoe  to  the  State,  separate 
financial  statements  on  a  ccrparative  basis  are  prepared  sh:>?ing  the 
combined  activity  of  all  five  accounting  entities.  This  is  done  to  be 
consistent  with  prior  year's  statanents.  The  information  developed 
by  our  Data  Processing  Division  is  used  because  this  information  is 
broken  down  per  store, and  to  be  consistent  with  prior  years  we  present 
sales  information  per  store  in  our  financial  statements.  As  of  June  30, 
1975,  we  journal  vouchered  the  Merchandise  Inventory  onto  SBAS  and  if 
successful  in  obtaining  the  proper  "cutoffs"  in  SBAS  at  fiscal  year  end 
we  will  determine  cost  of  sales  in  the  conventional  manner. 


RECCMMENDATICN  NO.  46 

WE  RECOMMEND  THAT  SALES  PER  THE  STATEWIDE  SYSTEM  BE  RECONCILED  WITH  SALES 
AS  DEVELOPED  BY  THE  DATA  PROCESSING  DIVISICN. 

We  concur  and  will  irtpleitent.  Our  auditors  are  presently  working  on 
not  only  reconciling  our  data  processing  sales  with  SBAS  but  also 
detentiining  v*iat  can  be  done  on  a  regular  periodic  basis  to  facilitate 
such  reconciliation. 


REOOMMENDATION  NO.  47 

WE  RECOMMEND  THAT  THE  COSTS  AS  DEVELOPED  BY  THE  DATA  PROCESSING  DIVISICN 
BE  USED  IN  INTERIM  REPORTS. 

We  have  always  used  the  costs  developed  by  the  Data  Processing  Division 
in  interim  reports.  We  prepare  quarterly  statements  of  operations 
for  all  liquor  stores  using  this  data. 
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RECOMMENDATION  NO.  48 

WE  RECOMMEND  THAT  NO  FURIHER  DEPRECIATION  BE  TAKEN  ON  THE  WAREHOUSE  BUILDING 
AS  THE  DEPRECIATION  TAKEN  HAS  REDUCED  BOOK  VALUE  BELOW  SALVAGE  VALUE. 

We  concur  and  will  inplement.  Future  financial  statements  will  not 
include  depreciation  for  the  warehouse. 

RECOMMENDATION  NO.  49 

WE  REOOMNEND  THAT  THE  FIVE  STORES  REFLECTING  A  LOSS  ON  OPERATIONS  FOR  THE 
FISCAL  YEAR  AND  NOT  CONVERTED  TO  AGENCY  STORES  CN  JULY  1,  1975,  BE  SO 
CONVERTED  AT  THE  EARLIEST  POSSIBLE  TIME. 

We  wDuld  concur  that  the  eight  stores  reflecting  a  loss  on  operations 
should  be  closed  after  due  notice  of  at  least  90  days  is  given  and 
other  consideration  such  as  length  of  service,  etc.,  are  considered. 


RECDMMENEftTION  NO.  50 

WE  RECOMMEND  THE  OONVERSICX^  OF  THE  PDLLOWING  STORES  TO  AGENCY  STORES: 

41,  48,  57,  82,  92,  99,  126,  166,  187 

There  is  no  doubt  that  these  stores  should  be  reviewed  very  closely. 
The  margin  of  profit  ranges  fron  a  low  of  $53  to  $1345,  and  if  they 
are  closed  and  if  a  need  is  shown,  and  agency  stores  were  opened, 
the  total  profit  for  all  nine  stores  would  change  fron  $4,441  to 
$45,488.28  or  a  gain  of  $41,047.28.  A  consideration  in  this  area 
is  the  philiosophy  of  the  Legislative  Audit  Comnittee  and  the  Liquor 
Research  Conmittee. 

RECOMMENDATION  NO.  51 

WE  RECOMMEND  THAT  THE  MATTER  OF  CONVERSION  TO  AGENCY  STORES  BE  GIVEN  A 
COMPLETE  REVIEW  GIVING  SPECIAL  ATTENTIOSI  TO  MARGINAL  STORES. 

This  too  deserves  a  great  deal  of  stud/.  The  profit  margin  ranges  from 
almost  28%  down  to  5.47%.  A  determination  of  v\4iat  is  a  marginal 
store  needs  and  should  be  defined.  In  this  area  reoomtnendaticfis 
by  the  audit  committee  are  essential. 
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RECOMMENDATION  NO.  52 

WE  RECOMMEND  TH/O'  THE  EXAMINATIONS  OONDUC1"ED  BY  THE  INTEH^IAL  AUDIT  PRDGRANB 
RELATED  TO  THESE  EXAMUnJATIONS  BE  REVISED  AND  UPDATED.  THIS  WAS  ALSO 
MENTIONED  IN  ANOTHER  AREA  OF  OUR  REPORT. 

We  ooncur.  We  will  include  in  our  schedule  of  internal  audit  reviews 
for  the  next  year  several  reviews  of  coiplianoe  areas. 


REOOMMENDATION  NO.  53 

WI3  RECOMMEND  THAT  AN  EFFORT  BE  PUT  PORr?!  TO  CONTINUE  IMPROVEMENT  IN  THE 
AUDITS  OF  STATE  TAX  RETURNS  FOR  ALL  TAXES.   THIS  INCLUDES  INCREASING  THE 
NUM3ER  OF  AUDITS  CONDUCTED  AND  IMPROVING  AUDIT  TECHNIQUES  OF  BOTH  OFFICE 
AND  FIELD  AUDITS. 

We  concur  and  will  continue  to  seek  ways  of  irrproving  audits  of  all 
state  tax  returns  within  the  limits  of  funds  provided  by  the  Legislature 
for  such  purposes.  We  will  schedule  internal  audit  reviews  of  both 
office  and  field  audit  procedures. 


RECOMMENDATICM  NO.  54 

WE  RECOMMEND  THAT  THE  TAXPAYER  LISTS  RELATED  TO  THE  VARIOUS  TAXES  OF  THE 
STATE  BE  REVIEWED  TO  DETERMINE  TEIAT  THEY  ARE  AS  COMPLETE  AS  CAN  POSSIBLY 
BE  DETERMINED.   FOR  CERTAIN  TAXES,  THIS  REVIEW  SHOULD  INCLUDE  A  COMPARISON 
WITH  LISl'S  HELD  BY  OTOER  STATE  AGENCIES  TO  DEJTERMINE  BOTH  LISTS  ARE  COMPLETE. 

We  concur  and  will  enhance  review  procedures  of  taxpayer  lists  to  the 
extent  practical  and  within  the  limitations  of  existing  funding. 


REOOMMENDATION  NO.  55 

WE  RECOMMEND  THAT  TAXPAYER  LISTS  BE  REVIEWED  FROM  PERIOD  TO  PERIOD  TO  SEE 
THAT  ALL  TAXPAYERS  ARE  FILING  PROPERLY.   WHEN  TAXPAYERS  HAVE  NOT  FILED,  OR 
HAVE  FILED  INCORRECTLY,  WE  FURTHER  RECOMMEND  POLLOW-UP  PROCEDURES  SHOULD 
BE  IMPROVED.   THERE  IS  A  NEED  TO  SPEED  UP  POLLOW-UP  PROCEDURES  TO  THAT 
RETURNS  ARE  CORRECTLY  RECEIVED  FASTER  AND  ALSO  TO  SEE  THAT  THE  CORRECT  TAX 
IS  COLLECTED. 

We  concur  and  will  enhance  review  procedures  of  taxpayer  lists  and  follow- 
up  procedures  to  the  extent  practical  and  within  limitations  of  existing 
funding. 


RI'JOOMMENDATION  NO.  56 

WE  RECOMMEND  THAT  THE  RULES  AND  REGULATICWS  IN  THE  NDNTANA  ADMINISTRATIVE 
CODE  RELATED  TO  THE  DEPARTMENT  OF  REVENUE  BE  EXPANDED.   THE  DEPARTMEM'  OF 
REVENUE  DOES  NOT  APPEAR  TO  HAVE  ADEQUATE  RULES  AND  REGULATICNS  IN  THE 
MDNTANA  ADMINISTRATIVE  CODE.   THE  PURPOSE  OF  THIS  CODE  IS  TO  SET  FORTH 
UNIFORM  RULES  AND  PROCEDURES  FOR  STATE  ADMINISTRATrVE  ACENCIES.   RULES 
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RELATED  TO  RESPONSIBILITIES  AND  FUNCTICNS  OF  ALL  THE  VARIOUS  DIVISIONS 
OF  THE  DEPARTMENT  OF  REVENUE  SHOULD  BE  SET  FORTH  IN  THE  M3SITANA  ADMINTS- 
TRATIVE  CODE.   SONE  DIVISIOSIS  DO  NOT  HAVE  ANY  SPECIFIC  RULES  AND  REGUIATIONS 
SET  FORTH  IN  THIS  CODE,  WHILE  OTHERS  HAVE  RULES  AND  REGULATICNS  THAT  DO 
NOT  ADEQUATELY  COVER  THEIR  FUNCTIONS  AND  AREAS  OF  RESPONSIBILITY, 

We  ooncair  and  will  ask  each  Division  to  review  their  rules  and  regulations 
in  the  Montana  Administrative  Codes  (MAC)  for  adequacy.  Via  the 
internal  audit  process  we  will  continue  to  look  for  inadeqiiacies  in 
the  M.A.C. 


REOCMMENDATIOSI  NO.  57 

WHILE  REVIEWn\IG  SECTIONS  OF  THE  MDNT^JSIA  LAW  RELATED  TO  THE  DEPARTMENT  OF 
REVENUE,  WE  NOTED  THAT  UNDER  SECTION  84-723,  THE  COLLECTIONS  OF  THE 
DEPARTMENT  MUST  BE  "TURNED  OVER  TO  THE  STATE  TREASURER  BY  THE  TENTli  7\ND 
IWENTY-FIFTH  DAY  OF  EACH  MIMTH.  "  WIIELE  THIS  IS  IN  CCKTRADICTION  TO  SECTICN 
79-306  WHICH  STATES  THAT  ALL  STATE  /AGENCIES  SHALL  DEPOSIT  DAILY,  WE  W.BE. 
INFORMED  BY  THE  ATIDFNEY  FOR  THE  OFFICE  OF  THE  LEGISLATIVE  AUDITOR  THAT 
SECTION  84-723  RELATED  SPECIFICALLY  TO  THE  DEPARTMENT  OF  REVENUE  AND 
THEREPOFE  TAKES  PRECEDENCE  OVER  THE  GENERAL  STATUTE  REQUIRING  DAILY 
DEPOSITS.   WE,  THEREFORE,  RECOM^EM)  THAT  IN  ORDER  TO  GCWFORM  WITH  GOOD 
ACCOUNTING  PRACTICES  AND  GOOD  INTERNAL  CONTROL  PROCEDURES,  THAT  SECTION 
84-723  BE  AfEOED  TO  STATE  THAT  "ALL  COLLECTIONS  RECEIVED  BY  THE  DEPARTMENT 
OF  REVENUE  MUST  BE  DEPOSITED  DAILY." 

We  concur  and  will  consider  drafting  a  proposed  amendment  to  such  laws 
for  presentation  to  the  next  legislative  session. 


RE00M^'1ENDATICN  NO.  58 

WE  RECOMMEND  THAT  THE  STATEWIDE  BUDGETING  AND  ACCOUNTING  SYSTEM  BE  MODIFIED 
SO  THAT  ALL  ASSETS  OF  THE  LIQUOR  DIVISI(»I  BE  REFLECTED  Hi   THE  SYSTEM. 

We  concur.  As  of  June  30,  1975,  all  inventories  were  placed  on  SBAS 
in  an  atterrpt  to  develop  a  good  cost  of  sales  on  SBAS.  We  are  presently 
stut^ing  all  facets  of  accounting  for  the  liquor  division  on  SBAS. 
Since  it  is  considered  necessary  to  show  depreciation  of  assets  in 
government  activities  of  an  enterprise  nature  we  will  ejqslore  ways  of 
reflecting  all  assets  and  depreciation  reserves  on  SBAS. 
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NEWLAND.  HORN.  AND  TAYLOR,  PST 

CERTIFIED  PUBI-IC   ACCOUNTANTS 
53  WEST   BROADWAY 

BUTTE,  MONTANA     59701 

November  21,   1975 


■ '  ■-.  u 

Mr.  Morris  L.  Brusett  '      ,,';';;^ 

Legislative  Auditor 
Capitol  Building 
Helena,  >k3ntana  59601 


Dear  Mr.  Brusett; 


We  have  studied  the  reply  made  by  the  Department  of  Revenue  vrLth 
respect  to  the  recommendations  contained  in  our  audit  report  for  the 
year  ending  June  30,  1975.  We  wish  to  comment  only  on  Recommendation 
#20. 

Recommendation  #20  concerned  a  system  for  handling  payment  of 
purchases  for  services  and  supplies.  We  still  do  not  believe  that  the 
present  system  is  adequate,  and  we  still  recommend  that  the  system  set 
forth  in  our  Recommendation  #20  be  adopted  by  the  Department  of  Revenue. 


Very  truly  yourja. 


JNN/lk 


j  jWh  N.  Newland  ""■■**# 
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